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Blackwood’s Edinburgh Magazine was started in 1817 by William 
Blackwood. Like the Quarterly Review, eight years older, Blackwood’s 
was a Tory answer to the Edinburgh Review, which had been founded 
in 1802 by a group of young men of Whig sympathies and was the first 
British journal to give extended discussion of economic problems.’ 
The Quarterly, like the Edinburgh, up to mid-century discussed the 
leading economic issues of the time. The Quarterly, however, gave 
much less attention to economic analysis than did the Edinburgh, but 
was greatly concerned as to how the political and social balance of 
Britain would be affected by economic change.* 


Blackwood’s was in some ways a different type of journal from the 
two great reviews that preceded it. It included more fiction, poetry, 
and humour, with the result that a smaller proportion of its articles 
dealt with public affairs and economics. Even less than the Quarterly 
did Blackwooa’s attempt to meet the economists on their own grounds 
—namely, analysis of what happened in the market—but it laid great 
stress on the political and social consequences of economic change. 
Though its editors and contributors might care little for the niceties of 


1The material for this article was collected in connection with a study 
of the British monetary and banking controversy in the first part of the nine- 
teenth century, for which I received aid from _the Committee on Research 
Funds of the Graduate School of Northwestern University and from the Ford 
Foundation. 

2 The role of the Edinburgh in the economic controversy of the first half 
of the nineteenth century I have treated in ‘The Authorship of Economic 
Articles in the Edinburgh Review, 1802-1847, The Journal of Political 
Economy, LXI, June 1953, pp. 232-259. ; i : 

3 This I have discussed in ‘The Economic Articles in the Quarterly Re- 
view and Their Authors, 1809-1852,’ The Journal of Political Economy, 
LXVI, February and April 1958, pp. 47-64, 154-170. 
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economic analysis, they were men of ability and imagination, who 
without benefit of economic theory nevertheless recognised that econo- 
mic issues were part of the living fabric of the social, political, and 
even sometimes of the religious controversy of the times. Hence it 
followed that, much as Blackwood’s might berate or ridicule econo- 
mists, it could not ignore them. Over a period of thirty-five years it 
produced a formidable output of articles important for those who wish 
to get a view in depth of British economic controversy from the post- 
Napoleonic years to the early 1850’s. Occasional articles carried the 
author’s name, and a few others pseudonyms or initials, but the great 
majority of the articles, like those in the Edinburgh and the Quarterly, 
were anonymous. 

Although much of what Blackwood’s said was similar to what the 
Quarterly was saying, there was a distinction, often subtle and hard 
to pinpoint in an individual article, but impressive in the aggregate of 
scores of articles, between the voice of Toryism in the pages of the 
two journals. On matters affecting Scotland, such as banking legisla- 
tion or the trade of Glasgow, Blackwood’s was a vigorous defender 
of Scottish interests, no matter what the official Tory position might 
be. Closely allied to its defence of Scotland was its defence of the 
country against the cities, and of the cities of the North, no matter on 
which side of the Tweed, against the rising power of London. Aside 
from its defence of the rights and privileges of Scots, Blackwood’s as 
a spokesman for agriculture seemed to have more concern for the 
rugged yeomen, whereas the Quarterly, without saying it in so many 
words, seemed to have more concern for the owners of great estates. 
Both journals defended a privileged class that had a responsibility to 
the lower orders of society, but the Quarterly laid more stress on the 
privileges, Blackwood’s more stress on the responsibilities, of an aris- 
tocracy. Blackwood’s often showed a primitive type of patriotism and 
jingoism, unsullied by the ideas of political economists or the City of 
London about Britain’s prosperity being dependent upon the pros- 
perity of the rest of the world. Whereas the Edinburgh, and even 
occasionally: the Quarterly, could see in foreign countries markets, 
sources of raw materials, or even allies in maintaining the balance of 
power, Blackwood’s was quick to sense the dangers of involvement, 
either economic of political, with lands over which the British flag did 
not fly. 

The first issue of Blackwood’s in April 1817, under the editor- 
ship of James Cleghorn and Thomas Pringle, carried the title Edin- 
burgh Monthly Magazine. The early numbers gave no indication of 
the importance that Blackwood’s would soon have in the literary 
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world, or of the stimulating and often picturesque criticism of ortho- 
dox economics that would mark its pages in coming years. The first 
issue had three economic articles, conventional and on the dull side: 
“A Memoir of Francis Horner,’ ‘Banks for Savings,’ and ‘Culture of 
Sugar in the United States.’ The next issue had a favourable review 
of Ricardo’s Political Economy, and each of the three following issues 
had short and undistinguished articles on economics. 

The tame nature of the magazine was not to the liking of William 
Blackwood, who after six issues relieved Cleghorn and Pringle as 
editors. He turned the running of the paper over to two young men, 
J. Gibson Lockhart and John Wilson, who were to make their mark 
in British literary history: Lockhart as editor of the Quarterly Review 
from 1826 to 1852, and biographer of his father-in-law, Sir Walter 
Scott; Wilson as essayist, literary critic, and professor of moral philo- 
sophy at the University of Edinburgh from 1820 to 1851. Their first 
issue created a literary sensation with the. ‘Chaldee Manuscript,’ a 
thinly veiled satire on Edinburgh personalities and institutions, that 
produced hilarity and threats of duels and libel suits. Later issues 
continued the same swashbuckling literary style. The early issues 
under the new editorship, however, gave but limited attention to 
economic problems, and what did appear was largely factual. It was 
only in the early 1820’s that Blackwood’s, in the face of widespread 
economic stress, and as a by-product of its political conservatism, 
came to give extended discussion to economic problems, and to ex- 
press that opposition to economists, and all that they stood for, that 
was to stand out so prominently in its pages for the next thirty years. 

This attitude almost certainly would have developed in any case, 
considering the basic position of Blackwood’s on political and social 
policy. But it appears to have been brought to a head early, and main- 
tained for years in fevered form, by the adventures of John Wilson 
in the academic politics of Scotland. In 1820 the Edinburgh chair of 
moral philosophy, that Dugald Stewart had held from 1785 to 1810, 
was left vacant by the death of Thomas Brown. The holder of this 
professorship had also lectured on political economy, for which there 
was no separate chair. The resulting campaign to choose a new pro- 
fessor was a test of political strength and of social philosophy rather 
than of academic qualifications. John Wilson was backed for the posi- 
tion by the Tories of Edinburgh against the Whig candidate, Sir 
William Hamilton. Wilson’s candidacy was opposed by Dugald 
Stewart, by The Scotsman, a Whig weekly edited by J. R. McCulloch, 
and by most of the other forces in Scotland associated with political 
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liberalism and a faith in the usefulness of political economy.* The 
spirit of the contest is suggested by an editorial in the Scotsman, while 
the campaign was on. 

Let the Chairs of our University be once filled by men whose 
only claim to favour and patronage is their service in doing the 
vilest and dirtiest work of Party and the glory of Scotland is gone 
forever.” 

The jubilant poetic outburst of Lockhart in a ‘Testimonium’ in 
Blackwood’s of July 1820,° with scornful references to McCulloch, the 
Edinburgh Review, and Whigs in general widened the breach between 
Wilson and his opponents, and indirectly between Blackwood’s and 
economists. This was a literary brawl in which neither side was willing 
to forego the last word, and in September 1822 Wilson published in 
Blackwood’s ‘The Sorrows of The Stot,’ the name that Blackwood’s 
had given to the Scotsman, and that in, popular speech was also 
applied to its editor, McCulloch. He described The Stot as ‘a sour, 
surly, dull, dogged animal,’ and more in same vein.” 

Enough had been said, even had no real issues of principle been 
at stake, to provide years of clan warfare between Blackwood’s and the 
whole fraternity of economists of whom McCulloch, after the death 
of Ricardo, had become the national symbol. But there was still 
another serio-comic chapter in the feud between Wilson and McCulloch 
that undoubtedly contributed to keep alive the opposition of Black- 
wood’s to economists and all their works. Wilson had ignored the 
responsibilities for political economy that were attached to his chair, 
and in 1825 friends of political economy proposed the establishment 
of a separate chair which it was expected that McCulloch would fill. 
Wilson and his supporters were able to fight off the proposals, but 
at the price of agreeing that Wilson would also lecture on political 
economy. This he did, but only after turning almost in desperation to 
friends for assistance in the preparation of lectures on a topic which he 
had berated much but studied little.* This, however, did not prevent 
Blackwood’s, to which he was a prolific contributor, from continuing 
to criticise political economists. But the animosity between Wilson 
and the coalition of McCulloch, political economy, and Whigs faded 
with the mellowing effect of time. He and McCulloch became friends 

“A detailed account of the campaign is given in Ch. VII of Elsie Swann, 
Christopher North [John Wilson] (Edinburgh, 1934); and in A. L. Strout, 
“John Wilson’s Election to the Professorship of Moral Philosophy,’ ELH, 
A Journal of English Literary History, Vol. V1, 1939, pp. 291-299. 

> Quoted in Swann, op. cit., p. 131. 

® VII, pp. 1-vii. 

7 XII. pp. 333-343. 


8 This story of Wilson’s lectures on political economy draws in large part 
on Swann, op. cit., pp. 173-185. 
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in their later years; the Whig Government granted him a pension after 
his retirement from the professorship in 1851: and economists raised 
no objection when Wilson’s admirers honoured his memory with one 
of the largest statues ever erected on Princes Street. 


However, while the controversy between the Blackwood group and 
the economists was still hot, many a barbed shaft came from the pages 
of Blackwood’s. In a series of five articles in 1824 and 1825 on ‘ The 
Political Economist’, Alan Stevenson, a Treasury official, while 
friendly to Adam Smith, said: 


. . . Political Economists of the present day are blind guides 
in the mazes of this science; and that, in most cases, Milton’s de- 
scription of Chaos is applicable to them: 

“Chaos umpire sits, 

And his decision more embroils the fray.’'° 


Another stricture of Stevenson’s, on the development of economics 
since Smith, indicates that even then the issue had arisen as to the role 
of mathematics in economics: 


The application of algebra, or the fluctional calculus, to reason- 
ing in Political Economy, is another instance of the improper mixing 
of sciences, as well as a proof that this science resembles others with 
respect to the causes which have impeded its progress, or obscured 
its real nature and limits. The application to which we have just 
alluded has another indirect evil consequence, for we are so much 
the creatures of habit, and under influence of associations and first 
impressions—that a student of Political Economy, on perceiving the 
principles or reasonings of this branch of knowledge thrown into a 
mathematical form, with what bears all the appearance of a strict 
analytical proof, is insensibly led into the belief that they were not 
only true, but true to a mathematical] certainty; whereas they may 
really be without foundation, and undoubtedly cannot rest on the 
same basis of certainty as the mathematics.*? 


But such comments on methodology were rare in Blackwood’s and 
little attempt was made to do what in modern phrase might be called 
criticise the economists’ models. Blackwood’s basic approach was to 
ridicule the economists as impractical theorists, and insofar as their 
analysis pointed toward free trade, foreign investment, or the growth 
of industry, to deride their presciptions because they seemed to in- 


9 XV, May 1824, pp. 522-531. June, pp. 643-655; 
XVI. ialy 1824, pp. 34-45, August 1824, pp. 202-214; 
XVII, February 1825, pp. 207-220. 

10 XVI, August 1824, p. 210. 
11 XV, May 1824, p. 530. 
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volve political and social changes that were out of line with its views. 
An article in December, 1825, by David Robinson, spoke of political 
economists as ‘a most unfortunate race of people,’’? and many other 
articles were in the same vein. The opposition of economists to primo- 
geniture was met with the statement; ‘Here, as in too many other 
cases, these economists attack one of the main pillars of England’s 
prosperity.”'* The Edinburgh Review was criticised for its ‘insane 
Political Economy.’'* Opposition to tariff reduction was accompanied 
by an exhortation: ‘ Descend, then, from the clouds of political econ- 
omy, and travel in safety on your mother earth,’ and by a reference 
to ‘half-witted economists ’!* James McQueen gave this judgment: 
‘The empire prospered until it became cursed with a swarm of poli- 
tical economists, cold, calculating theorists, and speculative rulers.’?’ 
An article by James Wilson criticised Malthus, sneered at McCulloch, 
referred to ‘ that egregious wiseacre, Ex-Professor Senior’ and jeeringly 
said: ‘What rapid and long strides must the science of Political 
Economy lately have made at Oxford under such a teacher.’?* 

No one who wrote on economic topics in Blackwood’s, with the 
exception of Sir Archibald Alison and Thomas De Quincey, figures 
in the histories of economic thought. But most of the contributors 
were men of erudition, and to the general public of their day—and 
particularly the Scottish public—probably better known than many 
contemporary economists. A number, like Lockhart and John Wilson, 
were primarily literary figures, and others were in close contact with 
the public life of Scotland, or were in the world of journalism. Hence 
it is of some interest to know who these men were who could write 
so extensively on economic problems and yet be so critical of those 
who called themselves economists. The answer lies largely in the fact 
that in the decades between Waterloo and mid-century ‘ economist’ 
was not a-term to include all who were concerned with analysing 
economic relations or in formulating economic policy, but only those 
who felt that the market mechanism was the best guide to economic 
development, and who accepted the social and political changes that 
would follow as desirable. Those who approached economics as did 
the writers in Blackwood’s worked backward and condemned the 
processes of the market because they appeared to lead to a breakdown 
of the old political and social order. 


12 XVIII, p. 736. 

13 XVII, 1825, p. 689. 

14 XXII. October 1827, p. 409. 

15 XXVI, July 1829, p. 119. 

16 XXXIX, February 1836, p. 145. 

17 XXIII, June 1828, p. 891. 

18 XXIX, February 1831, Part II, pp. 392, 394, 396. 
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In the first five years the economic articles whose authorship was 
known came from so many sources that until 1822 one cannot speak 
of Blackwood’s as having a writer on economics, much less of having 
an economist. In that year John Galt, who was active in promoting 
emigration to Canada, wrote on agricultural distress, and over seven 
years contributed eight more articles, several under the nom de plume 
of Bandana, centering on agriculture and emigration. In 1824 
appeared the first economic article of David Robinson, a free lance 
journalist of whom little is known beyond the fact that he was a York- 
shireman, and lived in London. Between then and 1831 he wrote 
over forty economic articles, in addition to a number outside the 
economic field. Robinson was an arch-Tory, at times more critical of 
Tory leaders for their backsliding than of Whigs for their errors, and 
his writings never lacked for pungent phrase, even when weak on 
analysis. As early as 1823 he had written an article for the Quarterly 
Review which inspired George Canning to write to William Gifford, 
the editor, and ask why Robinson had not been asked to write more 
for the Quarterly.’° Perhaps the answer is to be found in Robinson’s 
subsequent career as a contributor to Blackwood’s, where his own 
private brand of Toryism was so extreme that he denounced Huskis- 
son, Canning and Peel as apostates because of their support of lower 
tariffs and greater political rights for Catholics. Even William Black- 
wood, usually tolerant toward writers who went in for personal abuse, 
was urging him to tone down his remarks, and editing or rejecting 
his manuscripts; and apparently it was the differences between Black- 
wood and Robinson over criticism of Tory policy and leadership that 
in 1831 brought an end to Robinson’s contributions.”° 


James McQueen, geographer, editor of the Glasgow Courier, and a 
vigorous spokesman for the West India interest, contributed eight 
economic articles—all but one in the years 1827-1831. These were mostly 
opposing the emancipation of slaves and the reduction of British tariffs 
on non-British products competitive with those of the West Indies. 
A ‘Reverend Mr. Edwards,’ probably the same person as ‘ Reverend 
Edward Edwards’ who wrote extensively to the Quarterly Review 
in the period 1823-1830, published five articles in Blackwood’s for 
1830, including one on church finance. Alfred Mallalieu, a London 
newspaperman, who at one time had been an employee of the 


19 B, J, Stapleton, Some Official Correspondence of Edward Canning (Lon- 
don. 1887), pp. 129-130. ’ 
n30 am indebied to Professor Alan L. Strout. of Texas Technological Col- 
lege, for letting me see transcripts that he made of over two hundred letters, 
that are in the National Library of Scotland, written by Robinson to William 
Blackwood and also making available to me his unpublished manuscript about 


Robinson. 
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Foreign Office, contributed fourteen articles, mostly on commercial 
policy, between 1834 and 1843; William Johnstone, whom it has not 
been possible to identify positively, but who was probably also a Lon- 
don newspaperman, and a native of Ireland, contributed eleven articles 
in 1828-1830, relating primarily to the condition of the poor; J. B. 
Johnson, who appears to have been a Liverpool newspaperman, had 
five articles in the early 1850’s critical of free trade and the gold 
standard. In the late 1830’s and 1840 Charles Neaves, a lawyer and 
later solicitor-general of Scotland, and in the 1840’s and 1850 William 
E. Aytoun, a lawyer and later Professor of Rhetoric and Belles Lettres 
at the University, had a number of economic contributions, including 
some in verse. 


The most prolific writer on economics was Sir Archibald Alison, 
who contributed nearly fifty articles between 1831 and 1853. Alison 
was primarily a historian, and a historian who indulged in the most 
dogmatic and repetitious generalisations, mostly to the effect that any 
weakening of the aristocratic basis of society was contrary to the 
natural order, and that any measures which he thought would weaken 
the old order were automatically bad. In particular did he denounce 
free trade, the gold standard, and the restrictions on note issue in the 
Bank Act of 1844. He was a vociferous spokesman for the idea that 
the fall of Rome had resulted in large part from an inadequate mone- 
tary supply and from dependence upon foreign food. He was the 
‘Mr. Wordy’ of Disraeli’s Coningsby, where Disraeli has one of his 
characters, Mr. Rigby, generally considered to be modelled on John 
Wilson Croker, the arch-Tory political editor of the Quarterly Review, 
describe Alison’s ten volume history as ‘a capital work which proves 
that Providence was on the side of the Tories.’ Alison’s writings, either 
in Blackwood’s on elsewhere, made little contribution to economic 
analysis, but they kept ablaze the fires of economic controversy. The 
contributor to Blackwood’s who came closest to being an economist, 
in the technical sense of being interested in the mechanism of the 
market, was Thomas De Quincey, whose economic articles appeared 
between 1832 and 1843. 


The first really controversial economic discussion in Blackwood’s 
appeared in February 1821, in a basically political article by Henry 
Matthews, ‘Thoughts on the Present Aspects of the Times.’ In con- 
nection with a discussion of the prevailing economic distress, and an 
attack on the agitation for Parliamentary reform, Matthews spoke of 
the burden that falling prices placed on the taxpayer, and then stated 


a monetary philosophy that Blackwood’s was to hold consistently for 
the next half century: 
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To us it appears that the reduction, which has been made in the 
amount of the circulating medium, by the measures which the Bank 
of England has been constrained to take, in contracting the issues 
of its paper, in order to resume cash payments, will be in itself 
sufficient to account for all the difficulties of the present moment. 
For, if the advantages of an increasing stock of money be beneficial 
to a state, the evils attending a decrease are to an equal degree 
pernicious.”? 


With the improvement in economic conditions in late 1822 and the 
shift of emphasis in monetary discussion in the mid 1820’s from the 
standard to the regulation of bank notes, criticism of the existing gold 
standard went into the background for a few years, but Blackwood’s 
returned to the attack by 1828 and kept it up incessantly until after 
mid-century. 

Robinson, until he stopped his contributions in 1831, gave the most 
vigorous and the best analysed case against the gold standard. To 
the general argument about deflation being a force disturbing of the 
existing order, he added two more specific points: (1) the undesira- 
bility of a monetary standard controlled by forces outside the country, 
and (2) the depressing effect of a limited monetary supply upon pro- 
duction and employment, and the stimulus that monetary expansion 
gave to production and employment. In a passage that foreshadows 
Keynes’ oft-quoted criticism that ‘ the city of London gradually devised 
the most dangerous technique for the maintenance of equilibrium 
which can possibly be imagined, namely, the technique of bank rate 
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coupled with a rigid parity of the foreign exchanges,” Robinson wrote : 


The Bank religiously acts on the doctrine, that its issues ought 
to be regulated by the exchanges; and of course, whenever the latter 
are unfavourable, it will contract the currency throughout the 
country at the same moment to bring down prices. A more mis- 
chievous and ruinous power it could not possess.”* 


Robinson, with his idea of the depressing effect of a limited monetary 
supply on production, at times came close to supporting the ‘real 
bills’ doctrine in its most extreme form: bank advances against 
‘sound’ credits under an inconvertible standard not only do not raise 
prices, but by their stimulating effect on production lower prices: 


21 VIII, p. 495. 
22 The General Theory of Employment Interest and Money (London, 1936), 


, 339. 
Pas XXIII, February 1828, ‘The Country Banks and the Bank of England,’ 


No. II, p. 210. 
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An abundance of money cannot raise price without at the same 
time raising quantity . . . An abundance of money must on the 
whole make goods cheaper and not dearer.” 


Both while Robinson was writing, and afterwards, other writers 
made similar attacks on the Resumption Act of 1819. Edwards wrote 
in 1830: ‘ The desolation brought upon private families by that cruel 
and unconstitutional measure, no pen can paint—no-tongue can tell.?° 
In the 1840’s and 1850’s the attacks on the gold standard continued, 
bolstered in the case of Sir Archibald Alison’s articles by appeals to 
the ‘lessons of history.’ The relation of views on the monetary stan- 
dards to views on the role of agriculture, is suggested by Alison’s 
remark in 1840, referring to events of the previous twenty-five years: 


... avast change by the Legislature in the value of money, has 
nearly doubled the capital of the former [commercial] class, while 
it has almost halved that of the latter [agricultural] class.*® 


The following year John Dickenson, in ‘ Banking and Currency,’ went 
into more detail in a statement of the class interests in monetary policy: 


We are disposed to think in the present instance, as in most 
cases where opposite opinions and doctrines are put forth and 
pertinaciously advocated, that there is at the bottom a distinction 
of interests; and that the system of convertible paper-money is 
particularly well suited to the interests of great capitalists, foreign 
merchants, and exchange brokers—but attended with occasional 
contractions of the currency, and particularly ill suited on that 
ground to the steady course of domestic commerce, manufactures, 
and agriculture, and to uniformity of prices . . . We think the 
foreign exchange transactions could all be carried on without the 
convertibility of bank-notes on demand; and that at the present the 
domestic concerns of the country, which are of far greater import- 
ance, are unnecessarily sacrificed to the maintenance of that prin- 
ciple.*” 

But it was Alison who was loudest and most persistent in his 
monetary views, and, as a Toynbee of monetary history, he found ample 
evidence in the annals of the past for his opposition to the gold stan- 
dard: 

Whoever has examined with attention the past annals of man- 
kind, must have become aware that the greatest and most import- 
4 XXV, February 1829, ‘The Working of the Currency,’ p. 152. The same 

thought occurs in the previously cited article, pp. 202-207. 
2° XXVII, January 1830. ‘The effects of Variations in the Currency.” p. 69. 


°6 XLVII, April 1840, ‘The Anti-National Faction,’ p. 544. 
27 XLIX, April 1841, pp. 552-553. 
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ant revolutions that have ever occurred in human affairs have 
originated in the variations which from time to time have taken 
place in the supply of the precious metals which could be obtained 
for the use of man. There can be no doubt that the decline and fall 
of the Roman empire—so long and falsely ascribed to its latter ex- 
tension, plebian slavery, and patrician corruption—was in reality 
mainly owing to the failure of the mines of Spain and Greece, from 
which the precious metals in ancient times were chiefly obtained, 
joined to the unrestricted importation of grain from Egypt and 
Libya, which ruined the profit of the harvests and destroyed the 
agriculture of Italy and Greece, at once paralysing industry, and 
rendering taxes over-whelming.”® 


He then went on to express a view, later put forward by Francis A. 
Walker and J. M. Keynes, that European progress in the 16th and 
17th centuries was ‘mainly owing to the discovery of the mines of 
Mexico and Peru.’ Alison, who never painted on a narrow canvas, 
supported his generalisation that great wars had been won by the 
issues of paper money, and that an inadequate monetary supply was 
a threat to national security, by statements such as this: 


. .. the independence of the United States is less to be ascribed 
to the imbecility of British counsels, or the wisdom of American 
generalship, than to the establishment of a paper currency, which 
sustained the efforts of the insurgent states when they had no other 
resources wherewith to maintain the contest.*° 


In 1850, following the Californian and Australian gold discoveries, he 
put forth the view that the new gold from California and Australia 
was all that had saved Britain, perhaps even the entire world, from an 
economic disaster of Wagnerian proportions : 


The case of mankind and industry seemed hopeless; nothing 
but a long and painful decline, like that which, from similar causes, 
overtook Rome, seemed to await the British empire, when Provi- 
dence in pity to mankind, interposed. The Americans conquered 
California—a few grains of gold were discovered in digging a mill- 
race—human folly was arrested—the destinies of the world were 
changed.*° 
Alison had a point. But such flamboyant and extreme statements 


did nothing to contribute to a dispassionate analysis of the economic 
issues involved in tying the monetary standard to a fixed quantity of a 


28 | XIX, January 1851, ‘The Currency Extension Act of Nature,’ p. 1. 
ZOUDIC aps 2: 
30 EXME Panuary 1852, ‘ Political and Monetary Prospects,’ p. 17. 
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precious metal and in linking a country’s economic situation to the 
accidents of inflation or deflation abroad. The net effect of such state- 
ments was probably to strengthen contemporary feeling that although 
the gold standard might be weak in logic, it was better than an in- 
convertible currency managed by those who held such views as Alison’s. 


Blackwood’s position on banking was in most cases in line with its 
view on the standard: an opposition to limitations of the monetary 
supply. This economic position was reinforced by an essentially politi- 
cal opposition, springing from Scottish nationalism and provincial 
feeling against the power of London, to restrictions on the note issues 
of the Scottish and the country banks. Following the crisis of Decem- 
ber 1825, when many country banks had failed and the Bank of 
England had been on the brink of suspending specie payments, the 
government had proposed legislation to restrict the issues of Scottish 
and country banks. This proposal met severe criticism, particularly 
in Scotland, where Sir Walter Scott wrote the three letters of Malachi 
Malagrowther,’! protesting in the name of all that was dear to Scottish 
patriots against this encroachment on the rights of those who lived 
North of the Tweed. Scott’s economic analysis was on the weak side, 
but his letters were politically effective in mobilising opinion in Scot- 
land, and in bringing a modification of the government’s proposals as 
they affected Scotland. An article by David Robinson on ‘Public 
Distress’ referred to Scott’s protest, and then drew its own moral: 


The admirable Malachi Malagrowther, Esq., has protested against 
the affairs of Scotland being managed by the people of London, and 
we, in like manner, protest against the affairs of the country parts of 
England being managed by the people of London.*? 


Articles by Robinson,** Edwards,** and Johnstone** around 1830 
protested against outlawing of £1 notes. Sir Archibald Alison, always 
ready to find in the records of history support for his own beliefs, saw 
in the freedom with which banks in the United States issued money a 
main cause of American prosperity: ‘The banker with his notes has 
done as much for the cause of freedom as either the printer with his 
printing press or the schoolmaster with his grammar.”** When the 


31 4 letter to the editor of the Edinburgh Weekly Journal, from Malachi 
Malagrowther, on the proposed change of currency . . . (Edinburgh 1826); 
A second letter . . . (Edinburgh 1826); A third letter . . . (Edinburgh 1826). . 

32 XIX, April 1826, p. 443. 

°° XXV, ‘The Working of Currency,’ February 1829, p. 151. 

ah XXVII, ‘The Effects of Variation in The Currency,’ January 1830, 
p. 70. 

°° XXVI, ‘Our Domestic Policy, II,” December 1829, p. 945. 


36 XLIT, ‘The Late Commercial Crisis—The Work of the T t jority,’ 
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banking situation again came up for legislative action in the mid- 
1840’s, new contributors expressed essentially the same view: Parlia- 
ment should not interfere with the issues of banks—or at least not 
the issues of Scottish banks. Aytoun in an article on ‘ The Scottish 
Banking System,’ harked back to the 1826 episode. 


All ranks, from the peer to the peasant, rose up in wrath at 
the proposed innovation; and from every county, city, town, vil- 
lage, and corporation in the kingdom, indignant remonstrances were 
forwarded to the foot of the Throne, and to the Imperial Parliament 
of Great Britain. It was assuredly a dangerous experiment to make 
with a proud and jealous people.°*’ 


This was hardly economic analysis, but it is the stuff which in- 
fluences economic policy. 


Yet with this opposition to a regulation of the issues of Scottish 
and country banks there was repeated criticism of the abuses of 
unregulated note issues, sometimes from the same person who in 
a different setting had opposed a specific move to regulate issues. 
In the pages of Blackwood’s there was an unresolved conflict, just 
as there was throughout the nation in these years, between the feel- 
ing on the one hand that monetary expansion was desirable as an 
economic stimulus and that the government should not regulate the 
banking affairs of the provinces and of Scotland, and the feeling on 
the other hand that the issue of money was a royal prerogative and 
that the failures of unregulated private issuers of money had brought 
widespread distress. 

Edwards was opposed to the suppression of the £1 notes, but at 
the same time he approved in principle the idea that the government 
should exercise a control over note issues : 


The issuing of paper notes appears in every respect analogous 
to the act of coining money. This is properly the function of 
Government; and it never should be delegated to any party, of 
whose integrity and responsibility the Government is not well 
assured.** 

John Dickenson, although critical of the gold standard, wanted a re- 
quirement that banks of issue hold government bonds as a guarantee 
of their notes.*® William Johnstone, although objecting to the pro- 


37 LVI, December 1844, pp. 674, 686. - 
38 XXVII, February 1830, Part II, ‘The Condition and Prospects of The 


Agricultural Classes,’ p. 351. 
eye XLIX, February 1841, ‘Banking and Currency,’ p. 556. Much the same 
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hibition of £1 notes, nevertheless spoke of the desirability of giving to 
government a greater control over note issues.*° 


Whereas other contributors had seen in limitations on bank credit 
a major explanation for economic crises, Mallalieu stressed the ante- 
cedent expansion of bank credit as the cause of the crisis. He was 
critical of the liberal extension of bank credit to the textile industry, 
and said: 


. we question the prudence of applying steam power to paper 
money and discounts as it is to calicoes; .. . *? 


And the following year in an incisive and well balanced discussion of 
the public responsibilities of the Bank of England he posed two ques- 
tions that were prophetic of the future of British banking policy: 


. whether it might not be worth while to examine how far it 
would be politic to constitute the Bank of England the sole bank 
of issue for the empire? *? 


and: 


Why should not the Governor be nominated by or placed in 
direct communication with, or be made answerable to the Govern- 
ment—and therefore armed with certain powers and with an ab- 
solute veto in the administration of the affairs of the Bank?** 


Blackwood’s articles were uniformly critical of the reduction of 
tariffs, and particularly of the repeal of the Corn Laws. Most of this 
opposition was based on social and political philosophy rather than 
on economic analysis. Examples of this attitude are Neaves’ doggerel, 
‘The Lay of The League’: 


Our Colleges now must be cast in the shade, 
Our Churches at once into factories made, 
And learning and loyalty yield to free-trade; 


The farmer and landlord unpitied may fall, 
The merchant and shipowner go to the wall, 
So that Manchester rise on the ruins of all.** 


and Aytoun’s outburst, on the eve of the repeal of the Corn Laws, 
against the Anti-Corn Law League: 


In their disordered imagination, the future position of Britain 
was to be that of one mighty workshop, from which the whole 


40 XXVI, December 1829, “Our Domestic Policy, No. II,’ BP. 945-947. 
AY XXXIX, March 1836, ‘The Cotton Manufactures,’ p. 418 

42 XLI, February 1837, ‘ Whig-Radical Prosperity,’ p. 155. 
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world was to be supplied—a commonalty of cotton, calico, and 
iron, with a Birmingham and Manchester aristocracy.*® 


A number of articles suggest a contrast between the landowner’s 
concern for his workers and the deplorable working conditions in in- 
dustry. But beyond this continual suggestion that agricultural em- 
ployers were ‘ good men,’ whereas industrial employers, whose power 
would be increased by a repeal of the Corn Laws, were ‘bad men,’ 
there was some acute theoretical criticism of free trade, along the fol- 
lowing lines: 


(a) It will be costly in terms of human welfare, and perhaps im- 
possible, to transfer resources from agriculture into industry. 
(b) There is no assurance that foreign countries, when British grain 
imports increase, will use the proceeds to buy British goods, and 
the result may be that there will be no employment for the 
displaced agricultural workers, and economic distress will be 
compounded by the deflationary consequences of gold export. 

(c) Grain is grown abroad under conditions of increasing costs, and 
hence even though foreign grain might be much cheaper than 
British grain when the Corn Laws are repealed, this will not be 
true after a substantial expansion of foreign production. 

(d) Foreign grain supplies are uncertain, and this situation is doubly 
serious in view of the fact that Great Britain may sometime be 
at war with the foreign producers, in particular Russia. 


Arguments along these lines were part of the attack on free trade 
from the middle 1820’s until after the repeal of the Corn Laws. Some- 
times they were specifically spelled out, other times suggested, and 
frequently only implicit in the discussion. But the theoretical case 
against the repeal of the Corn Laws was never put together in Black- 
wood’s in an organised way, and when one reviews the arguments over 
a quarter of a century it would appear that these theoretical niceties 
were not the real basis of the Blackwood’s writers’ position: they were 
just debating points to defend a position that had been taken primarily 
on grounds of political and social policy. 

A few quotations will indicate the form that these arguments took. 
Robinson wrote in May 1825: ‘to bring a large quantity of manu- 
factures and corn into the market, when it is already fully stocked, 
must produce a fearful measure of national calamity.’ ** In 1829 he 
attacked the idea that, with cheaper foreign grain, market forces would 
transfer labour and capital from agriculture to industry : 


457. X, August 1846, ‘The Late and The Present Ministry,’ p. 251. 
46 XVII, ‘ Free Trade,’ p. 563. 


V 


100 FRANK WHITSON FETTER 


It is altogether erroneous. If he can obtain no profit, the farmer 
will keep on his farm as long as he can escape loss; no matter how 
high profits may be in trade, he will not enter it because he does 
not understand it, and could expect to find in it only ruin... So 
long as the least profit can be drawn from it, the land will be culti- 
vated without any regard to the profits of trade.*’ 

Mallalieu referred to the ‘ performers in the economic extravaganza 
now rehearsing in the Parliament-house now under the style of “ leave 
imports free, and the exports will take care of themselves.” ...’*° 
Sir Archibald Alison spelled out the same argument in more detail: 

It has been proved, that the nations from whom we import grain 
will not receive in return our manufactures, and will take nothing 
but gold in exchange for their grain, whereas those from whom we 
import luxuries that we do not ourselves raise, are quite willing to 
take our manufactures.*° 


Aytoun in several poems attacking the repeal of the Corn Laws 
brought in, along with emotional appeals, some implicit economic 
theory. In ‘England’s Prosperity’ he suggested the pains of adjust- 
ment, and the lack of concern of those in London for the condition of. 
the agriculture worker: 


Barley from Mecklenburg, grain from Polonia, 
Butter from Holland, American cheese, 

Bacon gratuitous, 

Cargoes fortuitous, 

Float to our shores with each prosperous breeze. 
What need we care though a desperate peasantry 
Prowl round the stackyards with tinder and match? 
Blandly we'll smile at such practical pleasantry : 
Downing Street is not surmounted by thatch.*° 


His ‘The Temple of Folly’ combined in Kiplingesque verse the idea 
of grain imports leading to gold exports with the image of potential 
enemies of Britain being the principal beneficiaries of free trade in 
aid Throw wide your gates to all the world, 
Yea, throw them wide to all— 

Be sure the greedy foreigners 

Will answer to your call! 

We know them well—the bearded Russ, 
The German, and the Gaul. 

47 XXVI, October 1829, ‘ Political Economy, II,’ pp. 685-686. 
48 LIT, June 1843, ‘Commercial Policy—Russia,’ p. 809. 
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They seek your gold—be bountiful 
And give them all they need: 

What though for every glittering coin 
Some British heart must bleed? 
Another rule but that of old 

The modern statesman knows— 

He taxes none but Englishmen, 

And favours but their foes.** 


De Quincey suggested that an expansion of grain production in 
Prussia for the British market would involve increasing costs.°? 


The writer who best wrapped up in a single discussion Blackwood’s 
case against repeal of the Corn Laws—the theoretical niceties of in- 
creasing costs abroad, low foreign) marginal propensities to import 
British goods, the dangers of depending upon supplies of grain that 
might be cut off by foreign action, plus an emotional appeal on be- 
half of British agriculture—was Neaves, in a letter in verse purporting 
to come from Isaac Tomkins, a puzzled free trader: 


In our Corn-Law discussions, a strange sort of puzzle 
Has lately been meeting us right in the muzzle. 

“You may injure the landowner, farmer, and reaper, 
But your bread will be never a halfpenny cheaper! 
These opponents admit all our rules of free-trade, 
Nay, they summon Ricardo and Smith to their aid. 

‘ But at present’ they say, ‘ with so slight a demand,’ 
‘Foreign wheat only grows on the best of the land: 

‘ Take away the high duties, and then in a trice 

Poor soils come in play, and that raises the price.’ 


I reply—that supposing the prices to rise, 

We’ll export manufactures to meet our supplies; 

Thus at home and abroad we shall deal the same way, 
Giving cotton for corn—with one difference you'll say, 
That our farmers must buy from us—foreigners may. 


How the balance may stand when we square our accounts— 
Of the losses and gains the respective amounts— 

If, in search of a market, ’tis prudent to roam 

After poor Polish serfs, when we’ve Yeomen at home— 
Whether beating about at Odessa for barter, 

We shall ever catch anything else than a Tartar— 


51. XVIII, August 1850, p. 230. 
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What would happen some day if on every wheat cargo 
The Czar or the Sultan should lay an embargo— 

Are points which at present I leave undiscuss’d, 

But which every free-trader will take upon trust.°° 


Blackwood’s discussion of free trade, and to a lesser degree its 
discussion of the monetary standard, was closely tied up with an un- 
stated major premise of a static world. Not only did its economic 
articles view with alarm the upsetting consequences of economic 
change for the political and social disorder, but they also minimised 
the possibilities and overstressed the difficulties of economic adjust- 
ment. The discussion of increasing costs in foreign grain production 
was almost all on the assumption that the Baltic areas and Russia 
were the only possible sources of supply. The future of industrial 
growth was discussed with little sensing either of the development of 
the new worlds of America and Australasia, or of the expansion of 
demand in Britain or the Continent with the rise in the economic 
position of the common man. Edwards in 1830 simply stated explicitly 
what seems to have been the belief of all those who wrote on economic 
problems in Blackwood’s: 


That an overproportion of the population of this country is now 
employed in manufactures is a fact which no person will venture 
to dispute.** 


The attitude of the Blackwood’s writers toward political economy 
gives further support to a point that I have stressed elsewhere:** to 
the British public of the 1820’s and 1830’s the controversy between 
Ricardo and Malthus over the influence of demand, and the pos- 
sibility of permanent gluts, meant little. The refinements of their 
argument may seem important to economists raised on Keynes’ 
General Theory, but to a large part of the British of their time their 
difference of opinion on the importance of demand was completely 
obscured by the fact that both Ricardo and Malthus were called 
political economists, that their ‘models’ assumed that population 
pressed upon the means of subsistence, and that the authority of both 
was cited on behalf of laissez-faire policies. Much of what Black- 
wood’s had to say about the inadequacy of demand was similar to 
what Malthus was trying to say, but so deepseated was the opposi- 
tion of Blackwood’s to political economy that in the 1820’s and 
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1830’s only one writer—Alan Stevenson—seems to have sensed the 
basic disagreement between Ricardo and Malthus.** 

Another side of Blackwood’s opposition to the explosive forces 
of change was its insistence on the responsibilities of an enlightened 
aristocracy to take care of the lower classes. It denounced trade 
unions in a way that few reactionary employers, in their sourest 
moments, could have equalled. Robinson urged employers to break 
up labour organisations,*’ and made clear his social philosophy in 
this passage: 


In Mr. Brougham’s pamphlets on the Education of the People, 
we think the terms, servants and masters, are never used; it is 
constantly—the working classes and their employers. We conceive 
the idea of this to be an importation from America, and we are 
sure that it is a useless one . . . we will not part with them 
(servant and master) for any American trumpery whatever. We 
will have no such innovations.** 


John Wilson, who by the grace of Scottish politics was lecturing on 
political economy at the University of Edinburgh, quoted with 
approval a definition of a trade union as: 


. a Society whose constitution is the worst of democracies, 
whose power is based on outrage, whose practice is tyranny, and 
whose end is self-destruction.°° 


Sir Archibald Alison pronounced the judgment : 


The Trades’ Unions [which] . . . lay the axe to the root of the 
national resources, by suspending the labour by which it is created, 
and lock up the fountains of prosperity, by paralysing the capital 
which must maintain its producers, are a natural and inevitable, 
but not uninstructive step in the progress of revolution.°° 


And four years later, although Alison had mellowed somewhat, 
what he said was suggestive of remarks that were to be made in the 
Congress of the United States nearly a century and a quarter later: 


Protect the workmen from the despots of their own creating; 
from the iron rod of their ruling committees, on the same principle 
on which you have interposed to protect them from the combina- 
tion of their employers.** 


56 XV, June 1824, ‘ The Political Economist,’ pp. 647-654. } 
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These were statements of conservatives, but not of hard-hearted 
men, who were concerned about the welfare of the workers, but who 
felt that if the workers were given the power and opportunity to look 
out for their own interests they would do the job badly, and would 
threaten the cultural, social and political heritage of the country. The 
philosophy to which every writer in Blackwood’s appeared to sub- 
scribe is well summarised in an article by William Johnstone: 


As Tories, we maintain that it is the duty of the people to pay 
obedience to those set in authority over them: but it is also the 
duty of those in authority to protect the people who are placed be- 
low them. They are not to sit in stately grandeur, and see the 
people perish, nor, indeed, are they ever to forget that they hold 
their power and their possessions upon the understanding that they 
administer both more for the good of the people at large, than the 
people would do, if they had the administration of both them- 
selves. *? 


This Blackwood’s concept of an enlightened aristocracy was ex- 
pressed specifically and repeatedly in opposition to the repeal of the 
poor laws, in the defence of factory legislation, and criticism of 
absenteeism. Mallalieu attacked the * Horrors of that [factory] system 
unregulated by law; ’ and * that monstrous birth of Whig-Radical legis- 
lation most comprehensively understood as the WORKHOUSE 
SYSTEM.’® 


John Wilson criticised the opponents of factory legislation : 


The wiseacres are reluctant to legislate on such matters—they 
hold all such interference to be an evil. They have learned a few 
words of French, and each parrot from his perch, as he keeps swing- 
ing himself to and fro in his glittering cage, ejaculates, ‘ Laissez 
nous faire.’®* 


In 1842 appeared Elizabeth Barrett Browning’s famous attack on child 
labour, ‘ The Cry of The Children.’®* 

A discussion by H. Longueville Jones, better known as an archae- 
ologist than as an economist. in an article on the disturbances. in 
Wales put in a single passage four fundamentals of Blackwood’s 
economic philosophy: aristocracy, opposition to absenteeism, the ad- 
vantages of agriculture over industry, and the superiority of English 
and Scots to all other peoples: 
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We believe that a great deal of all this has arisen from the 
folly, the neglect, the bad example, and the non-residence of the 
natural leaders of the Principality . . . The only thing that preserves 
Wales from rapidly verging to the condition of Ireland, is the ab- 
sence of large towns with their contaminating influences, and the 
purely agricultural character of the greatest portion of the people 
. . . Let the nobles and gentry spend their income in the country, 
not out of it; let them live even among their mountains, and mix 
with their people; let them improve the towns by introducing Eng- 
lish tradesmen as much as possible; let them try to get up a spirit 
of industry, perseverance, and cleanliness throughout the land:— 
so shall they discomfit the Chartists, and convert the democrats into 
good subjects.*® 


The general philosophy of Blackwood’s was evident in its attitude 
on many other specific issues. Like the other literary voice of Toryism, 
the Quarterly Review, Blackwood’s was critical of the Whig proposals 
for reducing taxation and government expenditures. This in part 
apparently reflected an economic theory that government expenditures 
were necessary in order to sustain demand, and in part its general 
social and political philosophy that government should play a positive 
role. Blackwood’s many criticisms of the abuses of foreign investment 
and railroad finance probably were shared in their details by most 
people who called themselves economists, and who believed in econo- 
mic change and benefits of a free market. But there was this 
difference: Blackwood’s saw in misguided foreign investment and rail- 
road speculation not the perversion of a basically sound system of 
enterprise, or a necessary price of progress, but rather evidence that 
the whole idea of industrial and financial development was wrong. 
Aytoun, who portrayed the pressures of political manipulation in- 
volved in the granting of railroad charters, and the excesses of rail- 
road finance, wrote with an insider’s background of extensive ex- 
perience as counsel before Parliamentary committees on railroads. 
Aytoun, Neaves, and George Moir, behind the clowning in their poem 
‘The Grand Central Junction and Indefinite Extension Railway Rhap- 
sody,’ suggested a serious doubt as to the whole philosophy back of 
the urge for change: 


Though the farmer’s hopes may perish, 
While in floods the harvest lies, 
Speculation let us cherish, 

Let the Railway market rise! 


66 LXVI, September 1849, ‘Moral and Social Condition of Wales,’ pp. 
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Ask not if yon luckless stoker, 
Blown into the air, survive— 
Those are trifles, while the broker 
Quotes our shares at Ninety-five.*’ 


In the 1840’s and early 1850’s a number of articles, including 
several by J. F. W. Johnston, lecturer in Chemistry at the University 
of Durham, and chemist to the Agricultural Society of Scotland, re- 
flected the nationwide interest in improved agricultural methods. Some 
of them had a typical Blackwood’s slant: with improved agricultural 
methods there would be no need for the country to import grain. Ire- 
land’s economic problems were discussed frequently, and the theme 
of most of these articles was that Ireland’s troubles were the joint 
product of absenteeism by the landed aristocracy, and the natural 
laziness of the Irish. 

De Quincey’s three articles on ‘ Ricardo Made Easy,’ in 1842,°* later 
became the basis of his book The Logic of Political Economy,®* that 
was discussed at length by J. S. Mill in the first three chapters of Book 
IV of his Principles of Political Economy. The articles, while not in 
the Blackwood’s tradition of wholesale condemnation of economists, 
had some well thought out criticism of Ricardian economics, parti- 
cularly of Ricardo’s neglect of demand, and his view that ‘ profits are 
simply the leavings of wages.’ 

By the early 1850’s it had become clear that the repeal of the 
Corn Laws was not to be reversed in that generation, and the con- 
troversy raised by the Bank Act of 1844 and by the new gold dis- 
coveries had softened. New issues in education and religion, the 
extension of the suffrage, problems of India, and the Eastern question 
provided the major topics of public interest. Articles in Blackwooad'’s, 
as in the other British periodicals, reflected this shift in the focus of 
discussion. Blackwood’s continued until the late 1860’s to criticise 
the Act of 1844, and to suggest that an inconvertible paper currency 
was superior to gold. But it presented few new economic ideas, and 
even the old ideas were largely a weak reflection of the denunciations 
of early decades against free trade in corn, the gold standard, and 
the whole tribe of economists. A new generation was concerned with 
new problems. Sir Archibald Alison lived until 1867, but his last 
economic article had appeared in 1853, and the retirement of this fiery 
critic of accepted economics is symbolic of the fact that British 
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opinion had rejected the economic views that Blackwood’s had for 
over three decades presented in so vigorous and so dogmatic a form. 


FRANK WHITSON FETTER 
Northwestern University, Evanston, Illinois 


[The second part of this article, listing the economic contributions 
to Blackwood’s and their authors, will appear in the November issue 
of the Scottish Journal of Political Economy.] 


ADAM SMITH, CLUBMAN 


I 


ADAM SMITH was so certainly one of the master minds of the 
eighteenth century and so obviously one of the dominating influences 
of the nineteenth, not only in his own country but throughout the 
world, that it is surprising that we are so ill-informed regarding cer- 
tain details of his life. The standard biography of Smith was written 
by John Rae. Professor W. R. Scott, who devoted his last years to 
unearthing all that was to be known or imagined about Adam Smith’s 
life as student and professor at Glasgow, has correctly observed that 
Rae’s Life of Adam Smith ‘ shows immense skills in concealing gaps.’ 
Smith went through life leaving few enduring memorials aside from 
his published works and the less enduring memories of his intimate 
friends. His manuscripts, which were burned outside his residence a 
week. before his death virtually closed the book on his life. The 
burning was symbolical; he preferred to destroy that which he was 
unable to see to completion. Consequently there are great gaps in his 
biography and stretches of his life about which we know nothing. The 
social life of Smith has never been written and probably never will be 
done. Since so little of his private life is known, relatively speaking, 
his biographer was practically driven to write a ‘ History of the Time 
of Adam Smith’ rather than a biography. This article deals with only 
a portion of Smith’s life—his participation in the clubs of Glasgow, 
Edinburgh, and to a lesser extent, London—in which cities he spent 
most of his life.’ 
II 


The clubs of eighteenth century Scotland served many very useful 
purposes. Not only did they afford social relations with fellow mem- 
bers but they served as pressure groups which influenced public 
opinion very strongly. Lacking the facilities of a public press with 
wide news-gathering capacity and also lacking to a marked degree 
the vehicles of magazines and journals,’ news, especially of a political 
and economic nature, was scarce. The clubs also served as discussion 
groups and ‘sounding boards’ on public issues. The members were 
invariably distinguished citizens and political leaders, scholars and 


statesmen whose views on current issues were not to be taken lightly. 
| Most of the material was gathered in the libraries of the University of 
Edinburgh and the University of Glasgow. 
* Edinburgh Review was founded in 1755; it was planned to be published 
every six months. 
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Smith’s first introduction to clubs came after he went to Glasgow 
College in 1751 as Professor of Logic. A year later he was given the 
Chair of Moral Philosophy. It was the thirteen years in Glasgow (1751- 
1764), that really made Adam Smith. Long afterwards he referred to 
the thirteen years as ‘ by far the most useful and therefore as by far 
the happiest and most honourable period of my life.” The two most 
influential factors were the University and the city of Glasgow itself 
in the decade of 1750-1760. Glasgow was the centre of the tobacco 
trade and other colonial imports. Probably as much as 55 per cent. 
of the total import of tobacco into Great Britain came to the Clyde. 
He saw Glasgow in one of its most prosperous and thriving stages, 
which no doubt strengthened his views on individual freedom. 

Some of the Glasgow merchants and tobacco lords conceived the 
idea of founding a club which would permit the members to inquire 
into trade in all its branches. The great merchant and Provost (Mayor) 
of Glasgow, Andrew Cochrane, assumed the leadership and founded the 
Political Economy Club of which Adam Smith was a member.* It 
appears that this club was founded as early as 1743, which would be 
before Smith joined the University staff, and before the rebellion of 
1745, a repercussion of which was responsible for an Edinburgh Club, 
to be discussed later. The Glasgow Club was apparently inactive for 
a short period after the Rebellion, mainly because of Cochrane’s activi- 
ties in the defence of the city. It was reactivated before 1750 when 
Smith went to Glasgow College, for it is known that he joined the 
club shortly after he took up his teaching duties.‘ 

The overriding influence of Cochrane not only in the city of Glas- 
gow but in the Club was great. In fact, the Club was commonly 
known as the Cochrane Club. It was before this Club that Smith read 
one of his first papers known as the ‘ Lecture of 1755.’ Since the paper 
has not been found, the exact contents are unknown; however, it is 
likely that it dealt with a favourite topic of the Club which concerned 
questions of principles of trade in all its branches as affecting members 
and also the principles affecting trade far beyond its members. The 
membership embraced, in general, free trade views, the responsibility 
for which is largely attributed to Smith. The ‘Cochrane Club,’ which 


3W. R. Scott, Adam Smith as Student and Professor (1937), p. 81, states 
that it was Cochrane ‘who furnished Adam Smith with many of the facts 
and some of the ideas which. eventually, found their place in the Wealth of 
Nations. Dr. Alex. Carlyle makes the same statement. Autobiography, pp. 
3-74. 
: 4 David Murray, Early Burgh Organisation in Scotland, 1, pp. 46-50. The 
author has laboriously re-created the membership of the club and lists in the 
membership the leading merchants, business men and citizens. The Adam 
Smith Club of Glasgow presently operates along the same lines but has no 
records and documents of the early club. 
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met weekly (exact date is unknown) kept him in continual touch with 
the business men of Glasgow and taught him much that he could 
never have learned otherwise.* This is probably the first political 
economy club. 

In Glasgow he also belonged to the Literary Society (founded in 
1752) of which he was a co-founder. It was intended to be a debat- 
ing society, whose membership was largely professors in the Univer- 
sity, a few merchants, country gentlemen, town officials and others. 
James Watt and David Hume were among the names of the members. 
The Society met every Thursday evening at half past six. Smith read 
a paper before the Society on ‘ An Account of David Hume’s “ Essay 
on Commerce”’ at the third meeting, 23rd January, 1752. The first 
two parts of the paper subsequently became Smith’s “Essay on the 
Imitative Arts.’* Hume’s Essay had just appeared in print and was 
known to Smith from discussions with the author. 

The Society was very active throughout Smith’s thirteen years in 
Glasgow. It is most likely that he participated freely in the debates. 
Rae reports that ‘tradition has it that Smith engaged in a strenuous 
discussion on some subject for a whole evening against the entire 
assembly, and, having lost his point by an overwhelming majority, 
was overheard muttering to himself, “‘ Convicted but not convinced.” ’” 

Even though his papers before the Literary Society antedate by 
three years his ‘Lecture of 1755,’ it is believed that the latter was 
of more significance and reflected his own thinking, whereas the 
former dealt with the views of Hume which had just been published. 
To Glasgow, then, belong both the ‘ Lecture of 1755’ and the Theory 
of Moral Sentiments, published in the spring of 1759. The latter pub- 
lication brought him great fame and set him on the way to greater 
things. 

One other Glasgow club of which Smith was a patron was known 
as ‘Mr. Robin Simson’s Club.’ Simson was a beloved and venerable 
professor of mathematics in the University. For many years the pro- 
fessors met in a tavern at the College Gate and had supper every 
Friday evening. On Saturday they went to the village of Anderston, 


5 When Smith went to Glasgow the bookshops and the press featured 
publications by John Law. Gee. Petty. Josiah Child. Hume and others. See 
Scott, op. cit., p. 82. There is no doubt that the expanding trade and commerce 
occupied men’s thoughts as well as practices. 

® Referred to in a letter from John Millar, favourite pupil and friend of 
Smith, who later became Professor of Law at Glasgow. Apparently Smith 
planned three papers on this topic but only two were given. See Scott, op. cit., 
i Wee abe Dee. Also Rae, Wie A Adam Smith, p. 95. ‘The Essay on 

e Imitative Arts’ appears in Smith’s Essays on Philosophi j 
Dublin. 1795. pp. 180-252. ‘ Or hea Rae 
7 Rae, op. cit., p. 96. See also Strang’s Clubs of Glasgow, 2d ed prsl4 
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one mile from Glasgow, where they dined on chicken broth with a 
tankard of sour claret, discussed their favourite topics and ended the 
afternoon playing whist. After the evening meal those present en- 
gaged in song and talk, the only subject being barred was religion. 
Simson was always chairman and guiding spirit. When he died in 
1768 the club died, too.* 


Ill 


Despite Smith’s duties in Glasgow College, he spent some time in 
Edinburgh, where he was a member of several clubs. The social clubs 
of Edinburgh reveal interesting sidelights on the eighteenth century 
social life of the city. The names of the clubs serve to indicate a few 
of them in vogue. They were the Horn Club, the Hell-Fire Club, the 
Assembly of Birds Club (founded in 1733) in which the gamecock 
was elected president and the black bird the treasurer. There was 
also the Sweating Club, the Dirty Club, the Six Feet Club, to which 
Sir Walter Scott belonged. 

In 1752 Smith became a member of the Philosophical Club (or 
Society) which was reactivated that year after a period of inactivity 
brought about by the rebellion in 1745. David Hume, who was Smith’s 
best friend in Edinburgh, was secretary and took an active part in its 
discussions. It was merged in the Royal Society in 1784. No evidence 
can be found that Smith was active in this group. 

Adam Smith was one of the founders of the group known as the 
Select Society, founded in 1754, which eclipsed the other clubs. The 
plan of organisation was modelled from what were known as aca- 
demies in the larger cities in France. The plan was suggested by Allan 
Ramsay, the artist, who had spent some time in France, and by a 
Scottish M.P. named James Oswald who was familiar with the French 
scheme. Smith was enthusiastic in supporting the idea and explained 
its purpose or ‘ design’ at the first meeting on 23rd May, 1754.° 

The Society grew from 15 original members to 130 in a short time. 
Among its members were the leaders of the literary and business world, 
bankers, statesmen, lords and earls, judges, lawyers; university pro- 
fessors and other professional men were on its membership roll. 
Carlyle remarks, the Select Society ‘gave a name to the Jiterati of this 
country’ (p. 297). Also, ‘It was these meetings in particular that 
rubbed off all corners, as we call it, by collision, and made the Jiterati 
of Edinburgh less captious and pedantic than they were elsewhere.’?” 


8 See Rae, op. cit., pp. 97-98. See also A. Carlyle, Autobiography, pp. 79-83. 
9 A. Carlyle, Autobiography, p. 279. 
10 Autobiography, p. 298. 
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The Society met every Friday evening from six to nine in the Advo- 
cates Library and when the accommodations here proved too small 
they moved to larger quarters above the Council House. 

The debates engaged in by its members became famous throughout 
the whole of Scotland and England, and were unrivalled even in 
Parliament. At the second regular meeting, 19th June, 1754, Smith, 
as chairman, gave out the subjects for debate on the following meet- 
ing. They were: (1) Whether a general naturalisation of foreign Pro- 
testantism would be advantageous to Britain; and (2) Whether bounties 
on the exportation of corn would be advantageous to trade and manu- 
factures as well as to agriculture.*' Since Smith never participated in 
religious discussions it is difficult to explain why this first topic was 
chosen; the second topic clearly reflects his interests. The Minutes 
show that the topics for discussion were largely economic, which could 
reflect Smith’s influence but more likely reflect subjects of more cur- 
rent interest to the membership. That the subjects held wide and 
popular interest is shown from the fact that selections from the dis- 
cussions were published in the Scots Magazine in 1757. (xix, p. 163). 
One meeting per month was devoted to the discussion of agricultural 
problems. 

The Society was far more than a debating club. It aimed not only 
in shaping public opinion on national issues but also to promote arts, 
sciences, manufactures and agriculture, especially in Scotland. Prizes 
were awarded for meritorious and creative suggestions in nearly every 
Scottish endeavour. In fact, the name of the organisation was later 
changed to ‘The Edinburgh Society for encouraging arts, sciences, 
manufactures and agriculture in Scotland.’?” 

The Society was very influential in Scotland. Not only did it con- 
cern itself with economic affairs but cultural matters as well. It even 
tried to effect improvement in speech by dropping the Scottish idioms 
and dialect and adopting English as spoken south of the border. The 
Society was largely responsible for the belief that a Scottish journal 
was needed for literary reasons. The ill-fated Edinburgh Review was 
launched but dropped after two issues—the first in July 1755, the 
second and last in January 1756. It reflected Scottish patriotism, as did 
the Select Society. Despite the auspicious start and success of the 
Society, which reached its peak in 1762, it succumbed in 10 years after 
its founding, in 1764. ; 

Among the most distinguished of clubs, and one which attracted 
the literati of both Edinburgh and its environs, was the famous Poker 

11 Minutes of the Select Society, Advocates Library, Edinburgh. The chair- 


man was entitled to select the subject for debate at the next meeting. 
12 For full details of the prizes granted see Rae, op. cit., p. 117-118. 
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Club. The Club was formed ‘ at the beginning of 1762 and . . . lasted 
in great vigor down to the year 1784.’!* From the minutes of the Poker 
Club we learn that ‘after the suppression of the rebellion in 1745, it 
occurred to many of the noblemen and gentlemen of Scotland, that one 
of the most effectual securities against the recurrence of dangerous in- 
surrections would be the establishment of such militia force as had 
existed in England ever since the days of Edward I. The same opinion 
was entertained by the most eminent men of letters, and the subject was 
frequently discussed. The leading periodicals between the years 1750 
and 1762 contained a number of articles in support of the same... and 
led to the formation of associations for the purpose of kindling and 
Keeping alive the patriotic feeling.’ * 

The group was organised primarily to exert pressure on England 
to permit Scottish militia to bear arms which had been forbidden to 
them since the rebellion of 1745. The English, however, took a dim 
view of this and were unable to see peaceful aims in their motives. The 
Act of Union of 1707 had not, at that time, allayed the strong national- 
ist feeling in most Scotsmen. 

The organisation met three of four times before they selected a 
suitable name for their purpose. They wanted a name ‘sufficiently 
significant but of uncertain meaning to the general public, and not so 
directly or obviously offensive as that of Militia Club would have been 
to the adversaries of any such object.’ One of the members, Professor 
Adam Ferguson of Edinburgh University, suggested the name of Poker, 
‘since it was intelligible to all the originators of the scheme, while it 
was impenetrable to everyone else.’ Its objective was to serve as an 
instrument for stirring public opinion by keeping the poker of agitation 
in active use. 

The Club prospered. In 1774 the membership list had the familiar 
names of Adam Smith, Professor Ferguson, David Hume, Sir James 
Steuart, the Duke of Buccleuch, together with many other prominent 
Edinburghers high in the university and in political life. The first 
Secretary was William Johnstone (Sir Wm. Pultney) and Andrew 
Crosbie held the office of Assassin, ‘in case any officer of that sort 
should be needed’, and David Hume was made Assessor, ‘ without 
whose assent nothing should be done, and so between plus and minus 
there was likely to be no bloodshed.’ *° 

13 Carlyle, op. cit., p. 419. See also Tytler’s Life of Lord Kames and John 
Small’s brochure on Professor Adam Ferguson. 

14 Minutes of the Poker Club are in the Library of the University of Edin- 
burgh. All references are from this source. The Minutes Book was given 
to the Library on 24 November, 1854, by Sir Adam Ferguson (1770-1854). 


15 Carlyle, op. cit., p. 420. Rae (pp. 136-137) says Hume was Assassin and 
Crosbie was his Assistant. 
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The Club first met in a tavern kept by one Thomas Nicolson, * near 
the Cross.’ The Club met on Fridays; dinner was served at 2 o’clock 
and the meetings ended at six. The cost of dinner was 1 shilling per 
member and the only wines acceptable were sherry and claret; claret 
cost 1 shilling 1 pence per bottle and sherry 1 shilling 3 pence per 
bottle. The Minutes carefully record that every member was “satisfied 
with the frugal entertainment, and with the company . . . no approach 
to inebrity was ever witnessed.’ 

Circumstances led to ‘an unfortunate misunderstanding between 
two members and the landlord’ which compelled a change of quarters 
in the seventh year. It was Alexander Carlyle who called the landlord 
‘an absurd fool’ so the Poker Club was obliged to move to Fortune’s 
Tavern at the Cross Keys, Stamp Office Close. 

At Fortune’s Tavern the cost of the dinner was three times more 
than at Nicolson’s. ‘The dinners were more showy, but not better, and 
the wines only dearer.’ It was one of the rules that if a member could 
not attend, and failed to send an excuse, he had to pay the entire cost of 
the dinner to the members. The records show that on several occasions 
this was done. Apparently the members were connoisseurs of wines, 
for the minutes show on the 31 January 1777, three members were 
appointed ‘to choose two hogsheads of wine for the use of the Club.’ 

The minutes have no record of the subjects discussed; they carry 
interesting jottings, however, which are useless in constructing the 
meetings of the Club. The minutes, therefore, contain notations of 
members present and who was to ‘attend’ (preside) at the next meet- 
ing. David Hume presided 20 January 1775; there is an emphatic 
entry, in his handwriting. ‘As Mr. William Nairne was one of the 
attendant members and neglected his duty, the Club sent him the bill.’ ** 
In one meeting in July 1776, Adam Smith, Adam Ferguson and others 
“resolved that every member of the Club shall pay half a guinea to Mr. 
Fortune who is hereby desired to collect the same from the members.’ 
Adam Smith presided at the meeting held 4 July 1777. The last refer- 
ence to the name of Adam Smith appears in the minutes of the 12 
December 1783 meeting when ‘Mr. Smith is recorded among those 
present.’ On this date a resolution was passed as follows: ‘ The Poker 
Club has resolved to meet monthly in the future. The first monthly 
meeting to be the last Friday of January 1784 and Mr. Fortune is asked 
to send cards to all the members in town eight days before the meet- . 
ing.’ The minutes show that only six members attended on this date. 


16 John H. Burton, The Life and Correspondence of David Hume, Edin- 
burgh, 1846, p. 456. The last meeting of the club attended by H : 
to have been that of 8 December, 1775. ii awe Sal geeg as 
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The Club began to lose members from this date. Because of the 
increase in cost of the meals (three times the original cost) ‘many 
members attended much less frequently than they had when the man- 
agement was more economical.’ A still more unfortunate result of the 
change was that a number of new candidates were admitted, whose 
views were not congenial with those of other members. To overcome 
this, a few of the original members formed a new club, called the Tues- 
day Club, which met at Somer’s Tavern and flourished about two years. 
The membership of the original club dwindled away due to death of 
some and desertion of others. Finally the few who remained in the 
original club won back the deserters to the Tuesday Club, and ‘re- 
turned to the meeting of their former friends.’ The younger Poker Club 
took over in 1768 but Smith apparently had no part in it. 

It is interesting to observe that no reference appears in the minutes 
to the fame which a distinguished member—Adam Smith—enjoyed 
after the publication of the Wealth of Nations in 1776. The evidence 
indicates that the topics for debate and discussion were those of general 
economic interest, not those extolling the fame of a member. It is like- 
wise disappointing that no reference is made to the American Revolu- 
tion. 

The real influence of the Club will probably always be in doubt. It 
is certain that one of its objects and one of its recorded successes was 
drinking claret, but its success in political agitation remains in some 
doubt. The militia question was not settled in that generation and the 
records do not show that the membership was interested in any other 
major public issue. It is possible, however, that the Club may have 
exerted influence in private through some of its members. No printed 
materials appeared setting forth their combined views except a ques- 
tionable squib by Professor Adam Ferguson. It is probable that the 
membership got greater social enjoyment from the Club than Scotland 
got in public benefits. Its influence was not nearly as great as the 
‘Cochrane Club’ in Glasgow. 

IV 


Smith was in London from the spring of 1773 until April 1776 
after his book came out in March. He was admitted to the Royal 
Society of London in May 1773. In 1775 he was admitted to member- 
ship in the famous Literary Club of Edmund Burke, Samuel Johnson, 
and Sir Joshua Reynolds. Boswell, writing to his friend Temple, 28 
April 1776, says, ‘Smith too is now of our club. It has lost its select 
merit.’!7 Smith revisited London briefly in the spring of 1787 where he 
renewed old acquaintances. No reference can be found to any club 


17 Rae, op. cit., p. 268. 
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activities while there. On his return to Edinburgh he led a quiet life as 
Commissioner of Customs of the Port of Edinburgh. He revised his 
Theory of Moral Sentiments, the last revision being in 1790, the year of 
his death. He continued to enjoy a long list of friends whom he in- 
vited to his home, Panmure House, for Sunday evening suppers.’* Many 
notables visited him, among them were Edmund Burke and Samuel 
Rogers, the poet, who visited him in the summer of 1789. Robert 
Burns (1759-1796) attempted to see Smith, but on the day of his arrival 
he was in London (April 1787) and the two great Scots never met. It is 
known that Burns was an admirer of Smith and the poet even hoped 
that he might secure employment (in one of his numerous periods of 
adversity) from Smith in the Salt Office. Burns, in a letter to Robert 
Graham, 13 May 1789, said, ‘I could not have given any mere man 
credit for half the intelligence Mr. Smith deserves in his book.’ He 
refers here to the Wealth of Nations. On one occasion Burns presented 
a copy of the Theory of Moral Sentiments to a friend with this inscrip- 
tion: 
‘Had I another friend more truly mine, 
More loved, more trusted, this had ne’er been thine.’ 


Vv 


One last look at the man. He was human and, like everyone else, 
possessed his share of eccentricities; he had an observing mind and 
also an impressionable one. His interests in affairs and in people were 
broad and deep. His life was full of warm friendships. His friendship 
with Hume is one of the great episodes in the history of literary men. 
He never married and the unbroken devotion to his mother is a fine 
tribute. He was generous and kind and especially tolerant of the less 
gifted. While his social contacts were almost entirely with members of 
the literati in one field or another, he did enjoy his social relations at 
this level. His ‘club life’ in Glasgow, Edinburgh and London con- 
tributed to both his social and intellectual development. Late eighteenth 
century England and Scotland lacked facilities for both literary expres- 
sion and group opinion. Thus the clubs performed an important service. 
which finally was taken over by other agencies of public expression. 
During the years when they flourished they were of significant influence. 


J. F. BELL 
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later years. ser ie adc 


RECENT DEVELOPMENTS IN THE JUTE INDUSTRY 


I 


THE jute industry has claims to uniqueness on several counts, and its 
sequence of development has been a catalogue of instability and frustra- 
tion. Its beginnings were, to a more than usual extent, the result of 
chance, its rapid expansion, from 1850 to 1880, had an unhealthy re- 
lationship to wars, and the period of its maturity, from 1890 onwards, 
has been characterised by long-term contraction punctuated by violent 
swings from hectic prosperity to severe recession. The present time, 
when the industry is showing a greater degree of co-operation and a 
much more determined attitude in the face of its problems, seems a suit- 
able one for some assessment of its position and prospects. This is par- 
ticularly so for an industry which is of vital local significance and of 
importance to Scotland as a whole. 

The first peculiarity is the concentration of its raw material supply 
in Bengal, and now largely in that part of Bengal which is in East 
Pakistan. (In 1947, the year of partition, East Pakistan contained 80 
per cent. of the growing area of Bengal.) Alternative sources of supply 
have been sought elsewhere in the world, ranging from Thailand and 
Formosa to South America, but until recently nowhere with much suc- 
cess. (In recent months, deliveries of samples of jute grown in Burma 
suggest the possibility of future large-scale and high-grade production 
there.) In addition to this ‘monopolistic’ state of localisation, the crop 
varies considerably, both in quantity and quality, from one season to 
the next. Jute is a crop that must have humid conditions and it depends 
absolutely on the monsoon, a completely unpredictable factor, both 
from its effect on growth and from the excessive danger of flooding in 
an area where a protuberance twenty feet above sea level is a ‘hill’. In 
addition, jute is the only cash crop available to the Bengali peasant, 
who depends upon it for his spending power. As a result he tends to 
adjust his sowing policy to changes in price in a way which western 
economic thinking regards as ‘ illogical’. A period of low prices may 
tend to produce increased sowings in order to try to reach a customary 
standard of living. while high prices may tend to diminish sowings. 
This reaction, familiar in all raw material crops produced by large 
numbers of small peasant operators, further aggravates the overall 
problem of supply and price, and despite great efforts at control of sow- 
ing, little has been achieved. 
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Secondly, there is the remarkable concentration of jute manufacture 
both in India and in the United Kingdom. Here, Dundee and its im- 
mediate environs are dependent to an extraordinary degree on this 
industry, despite great efforts to diversify activity in the area. For in- 
stance, although only 20 per cent. of the insured population of Dundee 
are employed in jute manufacture, many more find employment in 
ancillary industries such as machine manufacture and repair, dyeing 
and bleaching and dock labour. In addition, the overwhelming domina- 
tion of jute in the past prevented the natural growth of alternatives, thus 
leaving the solution of the problem of balance largely to government 
policy in contemporary times. The Indian concentration of manufacture 
is a natural result of the nearness of the raw material supply to a large 
and workable seaport and is not directly our concern, but it has very 
great importance for Dundee. This is because India is a member of the 
Commonwealth and therefore cannot be treated in the purely ‘ econ- 
omic’ way that is a possibility for other European jute manufacturers. 
The complications of this situation will be considered later. 

Thirdly, jute, in its manufactured state, is only to a very small 
extent a final consumer product. Its demand comes from a highly 
diverse set of industries who use it for intermediate purposes, as back- 
ing for carpets and linoleum, as padding and lining for clothes, as a 
constituent of motor car upholstery, as the basis of rope, cordage and 
cables and finally as a packing material. This means that the jute 
manufacturer has many alternative demand outlets, but all are affected 
by complexes of factors different from each other. This problem also 
has technological repercussions, because most manufacturers produce 
many different products and many similar products in quite different 
sizes and qualities to suit the needs of individual clients. 

All these are basic considerations for the industry, but there are 
other complications not unique to jute, but nevertheless serious. First 
of all there is the growth of foreign manufacturing capacity. In 1890 
Dundee produced 7/8 of world manufactures, by 1930 this was re- 
duced to 1/3 and at the present time it is roughly 1/12. Meanwhile 
the total of world supply of manufactures has moved steadily upwards. 
The main competitor is India, which produces more than half the 
world’s supply and whose capacity, it is said, could fulfil all world 
needs. (It is an argument for protection put forward by European pro- 
ducers that their maintenance in business prevents an Indian world 
monopoly of manufacture.) The industry on the Continent has an out- 
put which exceeds domestic requirements and therefore has need of an 
export market, which means primarily the U.S.A. 
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Secondly, the excess capacity previously mentioned as being present 
in India, is present also to a varying degree in Europe. Overall cap- 
acity outruns overall demand, producing unstable conditions every- 
where, since fluctuating prices act as a recurrent inducement to increase 
output, which can be achieved easily and rapidly in an industry whose 
technique is relatively simple. One of the major causes of long-run 
excess capacity is war and the fear of war. The industry received its 
initial fillip from the Crimean and American Civil wars, and its pos- 
sible permanent contraction in the twentieth century to an economic 
level has been hindered by the disturbed conditions from 1914 to the 
present. 


Thirdly, there is the great difficulty, both for the industry and for 
the government, of the protected state of jute manufacture. (Trading 
in raw jute has been in private hands since 1954.) The present situa- 
tion is one of state trading in imported jute manufactures under a sys- 
tem known as Jute Control. Under this scheme the Control buys 
Indian manufactured goods at market price and marks them up for re- 
sale in this country at a price calculated to allow the home manufac- 
turers to compete. Until July 1957 the mark up was a flat rate of 40 
per cent. Then it was reduced on the standard hessians used for sacks, 
bags and wrappings to 30 per cent., and on 15 January 1960 it was 
further reduced to 20 per cent. on the same products. Superficially, 
this affects only about 10 per cent. of home manufactured goods and 
about 15,000 tons per annum of raw jute imported, compared with a 
total of 140,000 tons per annum. But many firms depend to some de- 
gree on this type of manufacture, and a likely result of reduced prices 
may be to increase competition in other specialist lines. There is, 
however, a divergence of opinion in the industry on the subject of pro- 
tection and it must be left for fuller treatment later. 

Fourthly, there are some sinister aspects of the overall pattern of 
demand. Since 1945, despite very unstable conditions, world demand 
has remained remarkably stable, and some people have argued that this 
means that there is a hard core of demand for jute unaffected by tech- 
nological changes. As against this there seem to be at least two im- 
portant points. First of all, this has been a period of substantial in- 
crease in economic activity in which jute has lagged far behind. To 
take only jute’s most important single use, as a carrying and packing 
material, not only is paper a competitor but there are incalculable con- 
sequences from bulk handling and the use of different types of con- 
tainers such as drums. Elsewhere, although man-made fibres have 
hardly as yet touched the low-price uses of jute, they may well be ex- 
pected to do so. Secondly, the post-war period has been one of great 
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investment in underdeveloped countries, and in most cases this involves 
a first step of improving agricultural output, the field in which jute has 
its largest use. Much of the maintenance of jute demand since 1945 
must be due to this, and hence the total view conceals a substantial 
failure of demand in the west. 

Finally, in a contracting industry a major problem is the alterna- 
tive employment of labour and capital, and this is particularly 
awkward for jute. Jute mills and machinery are not casily adaptable 
to other purposes, and due to the past concentration of the industry in 
Dundee and Angus little other manfacturing industry has grown up in 
the district. Jute has been the manufacturing employer in the area. 
Government efforts at diversification, in the form of an industrial 
estate, have had some effect, although several of the new firms are un- 
duly high employers of women, as is jute itself. Moreover the industry 
finds it hard to help itself by transferring capital to other lines. 

In section II there follows a closer factual examination of some of 
the points already raised, using only the published figures from various 
sources. No ‘ inside information’ has been employed, although a good 
deal of help has been received from active members of the industry 
who prefer to remain anonymous. 


II 
Supply of raw jute 

The supply of raw jute to the industry in Dundee (now obtained 
exclusively from Pakistan) is influenced by the area sown and the 
yield in India and Pakistan (and to a small extent elsewhere), by the 
demand for raw jute for manufacture in India and Pakistan them- 
selves, and by the demand for raw jute in importing countries other 
than the United Kingdom. 

Before partition, attempts were made to control the area sown with 
jute in Bengal by a system of licensing, and this licensing system has 
been continued since 1947 in East Pakistan. In practice. however, 
there have at times been wide variations between the area licensed and 
the area sown---in 1950, for example, the area cropped is estimated to 
have been 28 per cent. in excess of the area licensed. Enforcement of 
licensing has not been sufficiently effective to offset the other principal 
factors which influence sowing. These are, the current price of jute in 
the sowing season (February-March), and particularly the relative 
prices of jute and rice, which is the main alternative crop; and the state 
of the weather during the sowing period. The yield of jute, which is, as 
it always has been, cultivated by peasants in small holdings, has over 
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the years shown little change in terms of output for area sown. There 
may, however, be marked fluctuations from year to year as a result of 
variations in rainfall, especially when there is extensive flooding. 

The production of raw jute in the chief producing countries since 
before the war has been as follows : — 


PRODUCTION OF JUTE IN CHIEF PRODUCING 
COUNTRIES 
(Thousand Tons) 


Indi 
Paes en Total 
Av. 1934-35 / 
1938-39 1,458 aa 1,485 
Av. 1946-47/ 
1950-51 29) 27 1.354 
1951-52 1.966 44 2.010 
1952-53 2.038 47 2.085 
1953-54 1,197 37 1,234 
1954-55 1,355 47 1,402 
1955-56 1.738 53 1,791 
1956-57 1,739 55 1,794 
1957-58 175i | 69 1.820 
| 
Sources: Commonwealth Economic Committee re- | 
| ports on Industrial Fibres, 1959 (p. 169) and 1955 (p. 109). 
| A figure of 4,000 tons has been added to ‘ other countries’ 
lin 1951-52 in respect of production in Iran, not shown 
‘in the 1955 report. 


The ‘ other countries’ referred to as among the chief producers are 
Brazil (27,000 tons in 1956-57), Formosa (21,000 tons in 1952-53), 
Nepal and Iran. (The 1959 C.E.C. report gives figures for China for 
the first time, and production there from 1954-55 onwards is estimated 
at between 250 and 260 thousand tons.) 

The figures indicate the violent fluctuations there have been in total 
output. The general trend has been: until 1950-51 a level of output 
substantially below the pre-war level: a great expansion of output in 
1951-52 and 1952-53, followed by a sharp reduction in the following 
season; and in the three seasons 1955-56 to 1956-58 an average level of 
production about 20 per cent. higher than before the war. 

Production in ‘other countries’, apart from China, is small, still 
only about 3 per cent. of the total in 1956-57, but it has more than 
doubled since before the war. This can perhaps be accounted for by 
the relatively high price of jute, as indicated by the following table : — 
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PRICE INDEXES? 
(1934-38 = 100) 


Raw Jute: All 

Dundee Commodities 
1951-52 581 428 
1952-53 460 412 
1953-54 546 407 
1954-55 523 428 


a During the last year or two there 
has been a somewhat lower trend 
in jute prices. 

Source: F.A.O. Commodity Series, 

Bulletin No. 28, Jute (1957), p. 66. 


Estimated consumption of raw jute in India and Pakistan has been 
as follows :— 


ESTIMATED CONSUMPTION OF RAW JUTE 
(Thousand Tons) 


India and 
India Pakistan Pakistan 
1938-39 1,221 
1954-55 1,103 123 1,226 
1955-56 1,208 171 1,379 
1956-57 1,145 204 1,349 
1957-58 G8) | 232 1.405 
Source: GEC: Industrial Fibres, 1958, p. 164; 
1959, p. 176. 


The recent increase in consumption in the two countries together 
amounts to about 15 per cent. more than in the last season before the 
war, and this is due entirely to the establishment of jute mills in 
Pakistan from 1951 onwards. A further increase in the manufacture of 
jute goods in Pakistan, and therefore of Pakistan’s consumption of raw 
jute, can be expected in future. 

In spite of its increased consumption of jute, Pakistan has been able 
to maintain its exports of raw jute to other countries. This trade is 
still vital to Pakistan’s economy, since in the years 1955 to 1957 the 
value of raw jute exports was between 43 per cent. and 47 per cent. of 
the value of Pakistan’s total exports of domestic produce, while the 
value of exports of jute manufactures was still less than 6 per cent. of 
the value of total exports in 1956 and 1957. 

Pakistan’s exports of raw jute, other than exports to India, have 
been distributed as follows : — 
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DISTRIBUTION OF EXPORTS OF RAW JUTE FROM PAKISTAN 


(Other than Exports to India) 
(Thousand Tons) 


1938-394 1953 1954 1955 1956 1957 
To U.K. 181 169 131 123 109 139 
To other 
countries 509 567 547 576 574 517 
Total 690 736 678 699 683 656 
percentage 
to U.K. 26 24 19 18 16 21 


@ Undivided India, fiscal year April / March. 
Sources: C.EC., Industrial Fibres, 1958, p. 160; 1959, p. 172. 


The table shows that there has been a decline in the importance of 
the U.K. as an export market for Pakistan’s jute, and this has been due 
both to a fall in exports to the U.K. and an expansion in exports to 
other countries. (At the same time the United Kingdom’s re-export 
trade in jute has practically disappeared. In the period 1934-38 re- 
exports averaged 23,000 tons annually, compared with 164,000 tons of 
retained imports. In the years 1946-1950 re-exports were reduced to 
2,000 tons annually, between 1952 and 1956 there were none, and in 
1957 only 1,000 tons.) 


Production of jute manufactures 
The estimated world production of jute manufactures has been as 


follows :— 


ESTIMATED WORLD PRODUCTION OF JUTE 
MANUFACTURES 


(Thousand Tons) 


Other 

India Pakistan Countries Total 

Av. 1934-35 / 1,158 — 751 1,909 
1938-39 (60%) (40%) 

Av. 1951-52/ O53 iT 22 640 1,599 
1953-54 (59%) (1% (40%) 

Av. 1954-55/ 1,074 117 695 1,886 
1956-57 67% (6%) (37%) 

1957-58 1,056 154 756 1,966 
(54%) (8%) (38%) 


Source: C.E.C., Industrial Fibres, 1958, p. 167; 1959, p. 179. 


From the year 1954-55 onwards production has approached or 
exceeded the pre-war level, but in general a feature of the industry 
since the war has been stagnation of output. This is brought out more 
clearly in the following figures : — 
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WORLD INDEXES OF MANUFACTURING, AGRICULTURE, 
SHIPPING AND JUTE MANUFACTURE 


(1937=100) 
1937 1952 1953 1954 
Manufacturing 100 166 178 178 
Agriculture 100 iy a 1205 120 
Shipping 100 93 97 107 
Jute manufacture 100 89 94 99 


Source: F.A.O. Commodity Series, Jute (1957), p. 9, with manu- 
facturing index converted to 1937 base. 


The lack of growth of output of jute products has been due chiefly 
to the stagnation of world trade in agricultural products, since the 
main use of jute is the manufacture of containers for such products 
when transported. (It may be noted that the index of jute manufacture 
corresponds most closely with the index for world shipping.) Although 
agricultural output increased by about 20 per cent., world trade in 
agricultural products remained in each year since 1950 at only 100 to 
105 per cent. of the level in 1934-35. Expansion in agricultural pro- 
duction might be expected to increase the demand for jute cloth and 
bags as containers for internal transportation, and there is in fact still 
a large potential market in ‘underdeveloped’ countries, but this is 
offset in some more advanced countries by competition from other 
materials, such as cotton and paper bags, and by bulk handling, which 
has increasingly been substituted for sacks. 

There has been a decline in output in the U.K. both absolutely and 
in relation to other countries. This is shown by a comparison of U.K. 
production of jute tissues with production elsewhere :— 


PRODUCTION OF JUTE TISSUES IN CHIEF PRODUCING 
COUNTRIES 


(thousand tons) 


Av. 1934-38 Av. 1952-54 Av. 1935-56 1957 
India | 1,100° 923°8 1,054-8 993-0 
Pakistan --- 8355) 118-4 144-0 
U.K. 109-8 73:8 87:5 80-7 
Nine other countries? 281-2 278-9 Aoi | 271°3 
Total 1.491-0 1,310-0 1255258 1,489-0 
“Undivided India. °Austria, Belgium, Brazil, France, W. Germany, 


Italy, Japan, Portugal and Sweden. 
Source: C.E.C.. Industrial Fibres, 1958. p. 168; 1959. p. 180. 
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In the nine ‘other countries’ production has remained at about 
19-20 per cent. of the total. From the pre-war period to the years 
1955/56 production in India declined from 74 to 68 per cent. of the 
total, and in the U.K. from 7 to 54 per cent. The relative decline in 
these two countries was balanced by new production in Pakistan, 
which in 1955/56 accounted for 74 per cent. of total production in 
the chief producing countries, and in 1957 nearly 10 per cent. 

Production has been consistently higher than pre-war in Belgium, 
substantially higher since 1951 in France and Japan, and slightly 
lower (among the largest producing countries other than India and 
the U.K.) only in Italy. Comparable figures for Germany are not 
obtainable, but between 1949 and 1956 production of jute tissues is 
estimated to have risen in W. Germany from 40,000 to over 70,000 
tons, compared with 95,000 for the whole of Germany before the war. 

The decline in U.K. production has not been solely the result of 
a decline in domestic demand. The following table shows that after 
the war an increased proportion of domestic requirements of jute 
manufactures was met from imports. There has since then been both 
an increase in U.K. production and a decline in net imports, but not 
so far as to return to the pre-war levels. 


JUTE GOODS AVAILABLE FOR DOMESTIC CONSUMPTION 
IN SEE SOK 


(thousand tons) 


Amount Col. Las 
Domestic Net imports available for percentage 
production domestic of Col. 3 


consumption 


Av. 1935-38 169 31 200 84 


Av. 1947-50 97 73 170 Sy 
Av. 1951-54 122 63 185 66 
Av. 1955-58 138 43 181 76 


Sources: Domestic production: for 1935-38 based on cut-up of 

raw jute, from Association of Jute Spinners; from 1947, based on | 

yarn production. from Jute Control sources. Net imports: from | 
Trade and Navigation Accounts. 


Since the war, the increase of net imports over the pre-war level 
has, among European countries, been confined to the U.K. and has 
not been evident on the Continent. The net imports or exports of 
jute goods for the U.K. and for the rest of western Europe are estimated 


as follows :— 
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NET IMPORTS (—) AND NET EXPORTS (+) 
OF JUTE GOODS 


(thousand metric tons) 


1937 Av. 1953-55 
Western Europe 555) — 27, 
U.K. — 38 —60 
W. Europe less U.K. = 15) “35 
Source: Derived from figures given in F.A.O. 
Commodity Series, Jute (1957), Appendix A. 


The largest net exports of jute goods have been from Belgium 
and Luxemburg, W. Germany and France. The O.E.E.C. report on 
The Textile Industry in Europe (1955) estimated (p. 98) that of total 
manufactured jute exports from Europe two-thirds was accounted for 
by exports to the U.S.A. 


Exports 


The trend in world exports of jute manufactures may be summar- 
ised as follows :— 


EXPORTS OF JUTE MANUFACTURES FROM CHIEF 
EXPORTING COUNTRIES 


(thousand metric tons) 


Av. 1934-38 Av. 1951-54 1955 1956 1957 
India & 

Pakistan 877 777 930 945 931 
U.K. age 17 19 19 18 
Continent SH 100 90 87 79 

\ tAverage 1936-38. 
Sources: C.E.C. Industrial Fibres, 1955, p. 121; 1958, p. 169; 1959, p. 181. 


Before the war, exports of jute manufactures from the U.K. 
accounted for nearly one-third of total U.K. production, but since the 
war only one-fifth, falling in recent years to less than one-sixth. Mean- 
while there has been a higher level of exports from Continental Europe, 
and as a result of the rise of the industry in Pakistan the exports from 
India and Pakistan combined in 1955 exceeded the pre-war level for © 
the first time, apart from exceptionally high exports in 1948. 

The most important market for exported jute manufactures is the 
U.S.A. (which takes about a quarter of world exports), and over 80 
per cent. of U.S. imports of hessian cloth (which accounts for more 
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than three-quarters of U.S. imports of jute manufactures) have been 
from India. Before the war the U.K. was the only other important 
supplier, providing rather less than 5 per cent. of hessian imports. 
Since the war, U.K. exports to the U.S. market have normally been 
less than a quarter of the pre-war level. (There was a slight recovery 
after 1954, but in 1956 there were still less than half the exports before 
the war, and they declined once more in 1957.) Apart from India, 
U.S. supplies after the war were obtained chiefly from Continental 
Europe, until Japanese exports to the U.S. Pacific Coast expanded 
rapidly in 1954 and 1955, and then exports from Pakistan in 1956 and 
1957. It is likely that Pakistan will be an increasingly important 
supplier in future. Total imports into the U.S.A. have been at a 
somewhat lower level than before the war, since there was a temporary 
shift of demand towards cotton bags (while cotton prices were low) 
and a more far-reaching shift in favour of paper sacking and bulk 
handling. 

Other important markets for jute manufactures include Australia, 
Canada, New Zealand and Cuba, in all of which imports have in 
most post-war years exceeded the pre-war level. On the other hand, 
there has been a marked decline of imports into other substantial 
markets, such as South Africa, Argentina, Burma and Indo-China. 


Ill 


There remains the difficult task of drawing conclusions from all 
this, and the first thing that must be pointed out is the lack of any 
‘normal’ period or clearly distinguishable trends since 1914. In the 
past forty-five years the industry has experienced a war boom from 
1914 to 1918, a re-stocking boom until 1920, a catastrophic depression 
until 1933, a very mild recovery until 1937, a small boom due to 
pre-war civil defence. a war boom to 1945. a post-war re-stocking 
boom until 1947. Then, when in most industries a post-war pattern 
began to emerge, jute experienced an extraordinary situation due to 
the partition of India. This completely disrupted the Indian jute 
industry, by separating the main growing area in Pakistan from the 
Indian mills. and it allowed Dundee the continuation of a precarious 
prosperity, which was reinforced, at the point where India was 
beginning to readjust (about 1950), by the outbreak of the Korean 
War and its consequences. Thus ever since the end of the Second 
World War until almost the present time abnormal circumstances 
have affected the industry. 

In addition there is the great importance of the factor of govern- 
ment policy in India and Pakistan. The two governments are vitally 
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interested in jute and devote much positive attention to it both with 
a view to controlling sowing and manufacture and to raising revenue 
from exports. So far as India is concerned, her efforts do not seem 
to have had a great effect on the state of the manufacturing industry, 
which, compared with the Dundee industry, is very inefficient. But 
the government has since the war levied export duties on manufactures 
which have varied enormously from £6 per ton on hessians in 1946, 
rising to no less than £112 10s. in 1950, and then falling by stages 
to £20 12s. 6d. in 1952 and £9 in 1953. The period of high export 
duties stimulated European countries to increase home production 
and created a situation of over-capacity. In Pakistan the case is 
different, because the U.K. depends for her supplies of raw jute on 
Pakistan, whose efforts to build up her own manufacturing industry 
seem to have been remarkably successful. The most important 
immediate factor is the widely variable export tax placed on raw jute. 
This has never been lower than £6 6s. per ton since 1947, and has 
been as high as £21 4s. 8d. This aggravates an unstable situation in an 
industry which has virtually no alternative source of supply. As 
regards Pakistan’s manufacture, this is still a potential rather than an 
actual threat, but the rate of increase in manufactures already achieved 
sounds a sombre note. Here there seems some argument for a 
combined government approach in order to regularise a long-term 
policy and to avoid violent changes which may affect either or both 
participants severely. 

The basic situation is that Pakistan is the source of high quality 
raw jute and a small producer of low grade manufactures. India is 
a producer of low grade raw jute and a very large producer of low 
grade manufactures. The U.K. is a large importer of high grade raw 
jute and a large manufacturer of specialist products. All three are 
important members of the British Commonwealth, and hence political 
as well as purely economic arguments have force. Two possibilities 
seem to be worth consideration. First, the rise of new sources of 
supply. Burma, as already mentioned, appears to have the capacity 
to produce high grade raw jute, which is the quality important for 
Britain. Brazil is the largest producer of jute outside Pakistan, but 
no export is at present allowed and, although the quality of the jute 
is high, very little has been available to foreign manufacturers. China 
is also known to be a large producer, but probably all her output can - 
be used domestically for a long time to come. In all these countries, 
however, a change of policy, induced by a drive for foreign exchange, 
for example, might affect the supply situation quickly and unpredict- 
ably. Second, there is the development of substitutes for jute in the 
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form of alternative fibres, particularly when the price of such fibres 
becomes competitive with the price of jute. Flax, for example, is a 
possible competitor, since the price of flax, due to Russian exports, 
has recently been approximately £100 per ton compared with £120 
per ton of high grade jute. At the low quality end of the scale there 
are fibres such as mesta, bimli, etc., of which Thailand is the largest 
exporter at a level of 30-40,000 tons a year. But this affects India more 
than the U.K. 

All this reveals a situation of extreme complexity and variability, 
but through the haze there may be discerned some basic propositions. 
World demand for jute manufactures seems to have only just held 
its own in the post-war era of massive increase in economic activity in 
general. This is certainly due in part to the supersession of jute by 
other methods and materials and partly to the increasing price of raw 
jute. As regards the first of these, prediction would be dangerous, 
as it would involve assumptions about the trend of technology. Bulk 
handling methods are here to stay and presumably will spread where 
they are applicable, but greater doubt exists about the use of paper 
bags. Undoubtedly paper has come to be used because of the increased 
price of jute, but it is thought in some quarters that many large users 
of paper would return to jute if prices were satisfactory, because of 
the re-use value of a jute sack. But from Dundee’s point of view it is 
discouraging to see two local jute firms announce plans to set up a 
joint factory, in England, for the manufacture of paper bags. Here 
the prospect seems to be against any recovery. 

The price of raw jute has, until quite recently at least, risen rather 
more than comparable prices, and this seriously affects an industry 
whose main raison d’étre is cheapness: there seems little hope of a 
return to the relative price levels of pre-1939. The Indian and the 
Pakistani grower has become accustomed to higher standards than 
before, the marketing process, never easily controlled, seems now to 
be in a chaotic condition, middlemen multiply, and speculation boosts 
prices to artificial levels. In addition, there is pressure on the Pakistani 
government to raise revenue from one of her few exports. 

There is one other aspect of jute use which is worth mentioning, 
and that is the developmental aspect. The higher the standard of 
living in a country the less demand there is for the common run of 
jute cloth, owing to advanced methods of packaging, handling and 
marketing. The demand, therefore, for jute products in the more 
advanced countries is restricted to specialities, high quality and defini- 
tion. In the underdeveloped countries, however, any small rise in the 
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standard of living engenders an immediate demand for common jute 
goods, particularly in the form of bags. 

It is here that one of the main features of the jute industry becomes 
apparent, namely that Dundee and India, although using the same 
raw material, produce different end products. Various estimates given 
to us suggest that only about 10 per cent. of Dundee output is directly 
competitive with India. It is only against this background that the 
post-war changes in the Dundee industry make sense. 

First of all, we have the spectacle of heavy investment in Dundee’s 
jute industry (estimated at £11 m. since 1945), widespread advertising 
of the various uses of jute, and genuine signs of energetic co-operation 
within the industry. This transformation of what was, until 1939, a 
very conservative and pessimistic industry requires some explanation. 
The first basis for improvement in the industry has undoubtedly been 
psychological. Here, as in many other fields, the Second World War 
changed the attitude of the employers. Between the wars the jute 
manufacturer was a backward-looking individual, struggling with great 
difficulties and unable to break away from the attitudes which had de- 
veloped in the period of expansion. In this he was not different from 
most of his colleagues elsewhere. The war gave the industry a strong 
shot in the arm and generated hope for the future. This optimism has 
lain at the root of post-war developments and has created a revolution 
in thinking and action. 

Secondly, the first ten years after the war were years of prosperity 
and high profit margins, which produced a sizeable capital fund for 
the first time in perhaps half a century. Much of this was ploughed 
back and produced an extraordinary change both in the physical facts 
of the industry and in its atmosphere. Methods of production, 
marketing, sales and accounting have been overhauled; public relations 
and advertising have been indulged in for the first time on any large 
scale, and co-operation in research and selling has produced consider- 
able results both inside and outside the industry. 

As a result of all this, it seems only reasonable to assume that 
there is considerable confidence on the part of most manufacturers 
that they can hold their own in the specialist markets at home and 
abroad. Nevertheless, it has been customary for Dundee to emphasise 
the importance of government protection. Why? 

First, up to 1939 Dundee had suffered from Indian competition 
on a large scale, and there had grown up a strong body of opinion 
wedded to the idea that protection was needed if jute manufacture 
was to survive in the U.K. But a tacit assumption here was that there 
would be no great change in traditional methods and products. There 
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were notable exceptions to this among Dundee manufacturers even 
before 1939, but on the whole the danger of extinction was felt to be 
teal. Up to 1945 war-time needs produced prosperity, but from 1945 
fears for the future again found expression, and it was largely to help 
to assuage them that the Jute Working Party was formed. Broadly, 
the Working Party members endorsed what had become the general 
view of jute employers and employees. ‘ We considered whether the 
industry should be encouraged to re-expand with the object of 
ultimately producing the whole range of jute goods . . . or whether it 
should be re-organised with a view to concentrating on those products 
which are likely to be less vulnerable to Indian competition. The 
first alternative presupposes adequate protection from Indian imports. 
The second assumes no protection and implies re-organisation aimed 
at reducing the capacity of the industry.’ The Working Party accepted 
the first alternative, the industry has since accepted the second. An 
important reason for the industry’s decision has undoubtedly been their 
suspicion that protection would not be permanent, and the belief of 
progressive employers that the second alternative was in any case 
right. Events have borne out the correctness of the industry’s views. 

The jute control system, as established during the war, was main- 
tained until 1954, when trading in raw jute was returned to private 
hands. Lord Woolton, as Minister of Materials, then announced that 
control arrangements would continue ‘until appropriate measures to 
safeguard the home industry under conditions conducive to efficiency 
can be worked out and introduced’. This implied government 
responsibility for protection, but in 1957 Sir David Eccles, as President 
of the Board of Trade, abruptly reduced the mark up on common 
hessians by 10 per cent. The trading results of this were small, but 
some Dundee manufacturers vociferously expressed their distrust of 
a government policy which seemed to them random and unpredictable. 
Finally, in January 1960, Mr. Maudling, after consultation with 
Dundee, reduced the mark up by another 10 per cent. This time, 
significantly, Dundee’s protests have been much milder, and have 
seemed more like a conditioned reflex than an opposition based on 
serious conviction. The reasons for this are that, ever since 1947, 
and to an even greater extent since the Eccles decision, the industry 
has bent its energies to supplying specialist markets hardly affected 
by Indian output. Their great success is exemplified by the Board 
of Trade’s estimate that only 8-9 per cent. of Dundee’s output was 
affected by the Maudling decision. The conclusion from this is that 
the substance of such protests as there have been from Dundee has 
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been concerned less with the content of government decisions than 
with the method, and here there is perhaps some cause for complaint. 

Admittedly the demand of the industry for a clarification of policy 
does not in any way solve the problems which confront the government. 
Primarily, the state’s position is that it must reconcile the conflict 
of interests between the U.K., India and Pakistan, and take into 
account the complications of the Imperial preferential system. But 
secondarily, there is the local problem of the heavy dependence of 
Dundee on one industry. Self-help is very difficult for technical and 
historical reasons and especially, perhaps, because of poor communi- 
cations. Nevertheless, considerable diversification of industry has 
occurred, both through government agency and private initiative, and 
jute now employs only half the numbers it did before the war. In our 
opinion a clear statement of policy would obviate most of the 
difficulties by making it clear that many of the public statements made 
in this connection in the past are now out-of-date. 


IV 


Our fundamental conclusion is that the Dundee industry now 
competes only to a limited extent with India and that the home 
manufacturers have been proved wise in their attempts to specialise 
since 1948, and hence to diverge from the stand adopted by the Jute 
Working Party Report of that year. The latter opinion was specifically 
based on a comparison of labour costs between India and Dundee. 
Although the Working Party found it impossible to make any precise 
comparisons, they were convinced that ‘owing to lower wage rates 
in India . . . this country is unable to compete with India on equal 
terms in the types of jute goods the production of which is common 
to both countries’. In the view of the Working Party, this difference 
in wage costs justified the protection of the U.K. industry against 
Indian imports, ‘in spite of the fact that this would constitute a 
departure from the principle of Imperial Preference’. Their suggestion 
was that ‘the degree of protection should not be greater than is 
required to bridge the difference in operating costs (wages and over- 
head expenses) between the two countries ’. 

What has happened to wages in the two countries since then? As 
before, precise comparisons are impossible, but the trend in wages 
in the two countries can be roughly compared. According to the 
Ministry of Labour Gazette, the average weekly earnings of all workers" 
in the jute industry in the U.K. (in the last week of October in each 
year) were £4 1s. 2d. in 1948, £7 5s. 1d. in 1955 and £8 4s. 4d. in 
1958. That is, weekly earnings had increased by 79 per cent. between 
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1948 and 1955, and by 100 per cent. between 1948 and 1958. In 
Calcutta, according to the Indian Jute Mills Association, the only 
changes in wage rates of jute mill workers have been the result of 
Industrial Tribunal Awards in 1948, 1951 and 1955. Before the 1948 
award the average monthly earnings of jute mill workers were Rs.72°7, 
and after the 1955 award they rose to Rs.105-9, an increase of 46 
per cent. 

These figures suggest that a comparison between labour costs in 
India and U.K. would be even more unfavourable to the U.K. than 
it was when the Working Party reported. Yet we have not detected 
any undue alarm in the Dundee industry on this account. The 
explanation for this more confident outlook must lie in the operative 
words used by the Working Party when they referred to ‘jute goods 
the production of which is common to both countries’. As already 
indicated, the Dundee industry has turned steadily away from common 
hessians which are least able to compete with Indian imports, and 
more in the direction of higher quality products in which Dundee 
equipment and skilled labour have an advantage. It is, moreover, in 
these higher quality products that the extensive investment in the 
Dundee industry since the war has overwhelmingly been concentrated. 

Secondly, it follows from this that the considerable public discus- 
sion of the importance of protection is largely misplaced, particularly 
when it is based on the need to safeguard employment. Only 10 per 
cent. of total employment in the jute industry in Dundee is attributed 
to common hessian manufactures, and this amounts to only about 
2,000 workpeople. 

Thirdly, it follows also that the problem of unemployment in 
Dundee is not so much bound up as might be imagined with the 
future of the jute industry, which shows every sign of confidence, but 
rather with the provision of new industries of different kinds. This 
problem is closely connected with the provision of better communi- 
cations. 

Finally, we would adduce as further evidence of the healthy 
condition of jute manufacture in Dundee the considerable help we 
have received in this small investigation from everyone we have 
approached. The open attitude, the obvious confidence in face of 
questions, and the tangible evidence of efficiency are all in marked 
contrast to anything prior to 1939, and are the best basis for believing 
that the future of jute in Dundee holds few of the terrors of the past. 


A. M. CARSTAIRS 
A. V. COLE 
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INDUSTRIAL PLANNING IN HUNGARY 


THE object of this paper is to give some account of the experience 
of industrial planning in Hungary in the years 1948-56. My remarks 
relate to three main levels of the planning process: first, a few ob- 
servations on the nature of the over-all plan; second, some account of 
the organisation of the planning process; third, a somewhat more 
detailed description of certain aspects of planning at the level of an 
industrial enterprise. 
I 


The characteristic features of the overall plan in Hungary have 
been an over-ambitious industrialisation programme overwhelmingly 
concentrated on heavy industry and geared to an exaggerated invest- 
ment drive. The period under discussion is mainly covered by the 
first Five Year Plan, relating to the years 1950-1954. In this period 
44 per cent. of total investment went into industry, and of this, 
92 per cent. went to heavy industry, including mining, metal-producing. 
and -using industries, chemicals and building materials. In contrast, 
there was no major investment programme in the light and consumer 
goods industries, and little attempt to develop any of Hungary’s 
traditional industries. 

The excessive concentration on heavy investment was uneconomic 
and contributed little to Hungary’s urgent balance of payments prob- 
lem. The huge new steelworks on the Danube, for instance, draws 
its iron ore from Russia, several thousand miles away, and, in ad- 
dition to Polish coke, uses coke manufactured from domestic coal at 
three times the cost of the better quality imported coke. In addition, 
a new town had to be built for the 20,000-25,000 employees of the 
plant, with vast blocks of flats, shopping centres, cinemas, and new 
public buildings. 

The need for foreign currencies has been enormous since the war, 
but plans for meeting this problem have been ill-chosen and extremely 
costly. Thus, in an attempt to increase self-sufficiency, Hungary made 
an expensive experiment in growing cotton in the southern region. 
This attempt failed and now even the most orthodox party spokesman 
admits that the climate of that region is not suited to cotton-growing. - 
But in the meantime, new cotton mills had been erected in anticipa- 
tion of increased supplies of home-grown raw materials. Further, 
since Hungary already had an over-developed textile industry more 
than sufficient to meet her domestic demand, the utilisation of the 
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new capacity depended on the development of export markets. The 
manufactures could be sold only at extremely low prices on the world 
market or else to other Iron Curtain countries, and the gains in foreign 
currency were very often less than the cost of importing the necessary 
raw materials. 

Much more favourable, from the point of view of exports, would 
have been an industrial development programme concentrating on 
a few industries in which Hungary already had a world reputation; 
e.g. electric trains and locomotives, radio sets, and some chemicals, 
for which Hungary had established markets in Egypt and Latin 
America, or certain manufactured food specialities for which Hungary 
was famous all over the world. There was no special attempt to 
develop any of these industries. 

The stagnation in agricultural production had an unfavourable 
impact on the food-processing industries and on food exports. 
Moreover, even when surplus food was available for export, it was 
directed to other satellite countries, mainly to Eastern Germany, and 
these deliveries could not produce the currency needed to finance 
imports of some essential raw materials. 

There was a plan for industry and a plan for foreign trade, and 
both were integral parts of an* overall economic plan; yet the separate 
elements in the plan were not always co-ordinated. The main reason 
for this lack of co-ordination was that all the plans were dominated 
by political considerations to the exclusion of economics. Economic 
development in all countries is related to some kind of political theory 
but in communist countries the domination of politics is totalitarian 
and overwhelming. It affects primarily economic policy, but all other 
aspects of industrial life are also affected, including the nature of the 
industrial planning process itself. 


II 


The economic plan is a political issue. Its broad outlines are laid 
down by the central body of the Communist Party. These outlines 
embody the main targets of the next period. In the administrative or- 
ganisation through which economic planning takes place, the Council 
of Ministers is nominally the supreme body, but in practice their sanc- 
tion is usually a formality. The National Planning Board, which 
operates on the next level, and on paper appears as a mere co-ordina- 
tor of the plans of the constituent planning bodies, is, in fact, the 
dominant organ. The next step in the pyramid is formed by the 
Ministries, the government departments. Each Ministry has its own 
plan, covering the plans of the different industries within its sphere 
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of responsibility. The organisations directing these industries are 
usually departments of the Ministry. 

Below this level the organisation is not uniform. In some in- 
dustries, mainly those consisting of relatively few large establishments 
(e.g. steel, cement, etc.) the individual enterprises are directly con- 
trolled by the relevant industrial department of the Ministry. In other 
industries, consisting of large numbers of relatively small establish- 
ments, intermediary managing organisations are interposed between 
the departments of the Ministry and the enterprise. 

The enterprise forms the lowest unit for planning purposes. 
Each enterprise has a planning department, responsible for organis- 
ing and co-ordinating the plans of the different workshops and 
branches of the enterprise into one plan. . 

The organisation of planning has changed significantly over the 
years, and three main stages in its evolution can be distinguished. 
In the first stage, detailed plans were formulated by the National 
Planning Board, sanctioned by the Council of Ministers, and handed 
down to the Ministries. Ministries could propose amendments, but 
the procedure for dealing with such proposals was extremely cumber- 
some, e.g. they were brought before Ministers for consideration only 
once a quarter. 

In the second stage, detailed planning began at the bottom of the 
pyramid, at the level of the enterprise. Each enterprise’s plan was 
summarised by its managing organisation and incorporated into the 
plan of that organisation. The same process was repeated at the 
next stage: the planning of each organisation being revised and 
co-ordinated by the Ministry and the plans of each Ministry revised 
and co-ordinated by the National Planning Board. In this way the plan 
for the whole economy was fundamentally based on the plans of the 
individual enterprises as modified and co-ordinated at successively 
higher levels. After the plan had been approved by the Council of 
Ministers, it was broken down. into its components at each level, the 
National Planning Board handing down detailed plans to the Mini- 
stries, the Ministries to the industrial organisations, and these in turn 
handing down individual plans to the enterprises. The procedure 
was, however, slow, and in the end the plans which came to the enter- 
prises had been changed out of all recognition by the successive modi- 
fications introduced both on the way up and on the way down. 


The third (and present) stage is a modification of the previous 
arrangement, in which planning begins more or less simultaneously 
at all levels except for the smaller establishments. General guiding 
principles and forms of presentation are circulated in advance in 
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order to secure maximum uniformity and co-ordination in the separ- 
ate plans. At a certain stage the results of the separate plans are 
compared and harmonized, and a single co-ordinated plan is submitted 
to the Council of Ministers by the National Planning Board, any 
objections or amendments proposed by individual Ministries being 
submitted at the same time. The decision of the Council is binding 
and final. 

Serious difficulties and discrepancies arise at the lower levels, par- 
ticularly in assessing the targets for individual works. Since works 
managers receive a substantial and progressive bonus for fulfilling 
and over-fulfilling their targets, they have an interest in keeping the 
target low, while it is the responsibility of the Ministry to see that 
the sum of the individual targets add up to the target put forward by 
the Ministry as a whole. Arguments between the planners of the 
Ministry and of the establishments about production and cost pos- 
sibilities thus tend to be extremely tense. 

In practice, however, these arguments appear largely irrelevant, the 
final shape of the plan being usually determined by the proposals of 
the National Planning Board. These proposals are, of course, based 
strictly on the outlines drawn up by the Party. Production and pro- 
ductivity targets of the enterprises are thus ultimately determined 
by this first Party plan. 

Every ministry or managing body endeavours to create a planning 
reserve. Thus, supposing the national production target for building 
bricks is 1200 million; this is treated as top secret and the target set 
by the Ministry for Building to the central management of the brick 
industry will usually amount to some 1220-1230 millions. This central 
body hands plans to the county central organisations running to, say, 
1250 millions and these bodies again add one or two per cent. to the 
target received. The works, the actual producers, thus have targets 
which are always in every respect (production, productivity, costs, 
etc.) some percentage points more ambitious than those approved ori- 
ginally at a higher level. This ‘tightening’ of the plan adds to the 
strain put on local managers and operatives. It means, among other 
things, that even if none of the departments or works fulfils its plan, the 
managing body may still have its own plan over-fulfilled (the gap being 
covered by the reserves). In such a case, the leading officials of the 
managing body obtain their bonuses, but not the local leaders—a 
circumstance which does not improve labour and managerial 
relations. 

The other side of the problem is obvious: the best works managers, 
even if they are in a position to produce more, are careful never to 
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over-fulfil their plan by more than 2 or 3 per cent. They are well 
aware that the next year’s plan will be based on the results already 
achieved in the current year; should they produce too much this year, 
next year’s target will be unbearably high. 

These awkward questions influence the relations between bodies at 
every level. For financial reasons, not to speak of personal glory, 
everybody tries to cheat just a bit, or at least to conceal one or two 
points assuring him the security of his own reserve. 

The methods used vary at different levels. A manager of the local 
spirit distillery chooses methods to secure his extra bonus in the 
coming year different from those of the managing director of a huge 
steel works or of the central managing body of an industry, not to 
speak of leading officials at the level of the ministry or a party official. 
They may have no direct financial interests but are moved by their 
ambition to stay in their present well-paid jobs and the prospect of 
possible promotion. 

The clever works manager knows that the best guarantee for the 
fulfilment of his future targets is a not over-ambitious, ‘easy’ plan. 
He cannot, of course, deny what he has already achieved. There are, 
however, ways of making his task easier in the future, such as under- 
estimation of the productive capacity, undeclared material reserves, 
putting new investments into operation before the time scheduled in 
the plan etc. 

The planning authorities leave nothing undone to impose the disci- 
pline of the plan and to fulfil it. There are severe regulations against 
reporting false or misleading data both in plans and in statistical 
reports. The latter are especially emphasised as statistics provide 
the basis for judging the fulfilment of the plan and for valuing col- 
lective and individual work for other purposes (e.g. the right to the 
title of Stakhanovist). 

The typical devices used by managers and operatives in trying to 
meet their plan targets include: 

(a) The excessive production of articles which, though not in 
demand, are easy to manufacture. (Later, a special bank credit may 
be asked for to finance unsaleable stocks). This method was often 
chosen in extractive industries, or in works which were self-sufficient 
in the main raw materials used in their products (e.g. mineral manu- 
factures), but was not unusual even in trades producing from supplies 
subject to central allocation. 

(b) Works often reported sub-standard products as first class 
quality. This was a useful way to bridge temporary difficulties. The 
annual stocktaking was a good opportunity to rectify this error. 
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(c) Valuation of work in progress is often very arbitrary and difficult 
to check and presents an almost irresistable temptation in the event 
of a slight shortfall. 

(d) The same is true of construction work and replacements under- 
taken by the enterprise with its own labour force and on its own 
account. 

The leaders of the body superior to the enterprise share the 
responsibility of the enterprise’s staff for the accuracy of the data 
reported. They do everything in their power, therefore, to check the 
figures of each enterprise; but this can only be done at random and 
by frequent but superficial checks. 

In suspicious cases severe investigations were held and exemplary 
reprisals were not rare in 1953-5. However, these reprisals achieved 
little because they conflicted directly with personal interest. 

It is easy to understand that under such circumstances the relations 
between works and central managers, officials of the enterprises, the 
superior bodies, ministries and the planning board are tense. There 
are exceptions but on the whole none of them like to play with open 
cards and the rules of fair play are very arbitrary. 

The tension usually reaches its peak where an enterprise—or any 
other body—wants to have its approved plan amended. The appli- 
cant is firmly of the belief that his request could be easily met out 
of reserves. His opposite number is aware of the applicant’s sus- 
picion of the existence of such a reserve (the exact data are always 
secret) but insists on keeping this reserve for himself. He will ask 
for well-founded reasons, may investigate production or other possi- 
bilities on the spot, will even try administrative measures to persuade 
the applicant that the initial plan is in fact manageable. Unless the 
request is exceptionally well argued and supported by an array of 
facts, the applicant is unlikely to receive approval of his request for 
an amendment to his plan. 


Hil 


There are a number of separate. though inter-connected elements 
in the industrial planning of each enterprise: a production plan, a 
materials plan, a labour plan, a cost of production plan, an investment 
plan and a technological development plan. It is not possible here 
to discuss each of these planning aspects in detail: I will confine 
myself to noting a few special problems that have arisen in each of 
these fields. 
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(1) The production plan 


There are three main principles of production planning: according 
to capacity, order books, or availability of material. The first 
difficulty is in determining the optimum level of capacity utilisation. 
‘Capacity’ is itself a sufficiently vague and controversial concept but 
‘optimum utilisation of capacity’ is still more vague and contro- 
versial. In practice the interpretation of this concept is generally 
laid down by superior bodies in the light of production needs rather 
than technological considerations. For instance, in the cement in- 
dustry, as a result of heavy production schedules, optimum utilisation 
was placed at almost 100 per cent. of capacity, even though every 
engineer in the industry knows that the optimum utilisation of a 
rotating cement burning mill is not more than 80 to 90 per cent. 
The result of excessive utilisation of capacity was a fall in the effi- 
ciency of fuel consumption, a deterioration in quality and excessive 
wear and tear of the steel and refractory parts of the mill. Replace- 
ment of these parts was continually delayed owing to a shortage 
of materials. The experience of the cement industry was by no 
means unique and similar troubles arose in many other industries. 

Another difficulty was in establishing production targets. This 
was not difficult in the case of standardised products such as cement. 
But in the case of plants producing a variety of products, such 
as a cotton mill or an engineering works, only part of the pro- 
duction target could be stated in physical terms. For the rest, 
a value target had to be established within which the company could 
produce a varied range of products according to demand and at 
constant prices; the function of the constant price valuation is to 
measure changes in the volume of production. But, as in all such 
cases, the constant value index can never deal satisfactorily with 
changes in weighting and especially with the introduction of new pro- 
ducts. A hypothetical price has to be attributed to any such new 
articles in conformity with the level of the wages and prices in the 
base year of the ‘constant’ prices, and the enterprise naturally tries 
to fix this as high as possible so as to facilitate fulfilment of the plan 
as expressed in the constant price target. 

This constant price target depends on prices in the base year. 
In that year the price mechanism was not operating in any economic 
sense; prices were fixed by the authorities on mainly non-economic 
considerations and offered no reliable guide to the relative cost of 
producing different articles. To fulfil their plan, therefore, enter- 
prises naturally give preference to the production of the articles that 
are easiest to produce relative to their value in this year, and there 
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is no guarantee that this choice will reflect public demand or be in 
the public interest. The lack of any attempt to adjust price to de- 
mand often leads to serious distortions. Take, for instance, the case 
of raincoats. In 1950 a raincoat design was introduced similar to 
the British trench coat, and from 1950-55 this was the only type 
produced. It was cheaper to continue production of one design and 
there was no price incentive to the production of other models. The 
most serious aspect was that it also paid to produce only one size 
of raincoat, the price differential for larger sizes being insufficient to 
cover the additional material cost, and for smaller sizes to cover the 
additional labour cost. Unfortunate persons of more or less than 
average stature were thus quite unable to buy a raincoat to fit them. 


(2) The materials plan 


This was related to the production plan on the basis of materials 
standards, but enterprises were obliged to achieve a better utilisation 
of materials from year to year. As a result, cotton fabrics became 
thinner and thinner and bricks insufficiently burnt. 

All materials are specially allocated; there is no free market. 
Materials needed for production are, by and large, allocated in ac- 
cordance with needs, but materials for maintenance are usually the 
subject of hand-to-hand fights at the allocating offices. Maintenance 
is, in general, one of the most neglected territories in the industrial 
field. It is not productive work in the planners’ sense, it cannot be 
measured, and its neglect shows itself only after some years. The 
easiest way to fulfil heavy production targets is, therefore, to neglect 
maintenance. The result of this policy is seen later when the neglected 
machines break down and have to be replaced by new ones for whose 
production or import no provision has been made. 


(3) The labour plan 

The basis of the labour plan is the setting of productivity targets. 
(Here again the workers engaged in maintenance present the main 
source of dispute as they do not ‘produce’ anything which can be 
measured.) Together with the production target, this determines the 
number of workers to be employed. The productivity targets are the 
subject of detailed discussions between the enterprise and its super- 
visory organisations based on listing all individual working places 
both on production and in maintenance workshops. These calcula- 
tions are partly based on standards or norms established by continual 
and detailed work studies. (Every enterprise has a work study 
department.) 
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There is always a drive for higher productivity which is reflected 
in the individual plans of industrial enterprises. It is, therefore, a 
common practice to raise production standards (norms) of individual 
workers or teams of workers in every other year. The workers, 
whose living standards are low, do their best to increase production, 
since an increase in the percentage of the norm achieved brings them 
sometimes progressive but at least proportional increases in wages. 
Norms, however, may become outmoded as a result of changes in 
technology and it is recognised that norms should be changed in the 
light of technical progress. The work study department has also a 
certain schedule for increasing existing and over-fulfilled norms. 
Such changes are preceded by strategic action by political agents and 
statements explaining that it is the patriotic duty of each worker to 
accept a higher norm. With this preparation, workers cannot but 
accept the new norms, but there is always some restlessness after 
such changes have been introduced. 


(4) Cost of production plan 

The main elements in production costs are wages and material 
costs. The labour plan combined with the productivity norms de- 
termines the wage fund and average earnings. If the payroll of an 
enterprise exceeds the wage fund allocated to it in the plan and there 
is no corresponding proportional over-fulfilment of the production 
plan. the enterprise must furnish an explanation to the responsible 
department. If this is considered unsatisfactory, the payment of wages 
and the whole organisation may be placed under the supervision 
of an outside committee. 

Apart from labour and materials, the most important remaining 
item of production costs is depreciation. A certain percentage of 
the assets has to be paid each year into a special depreciation reserve 
account at the investment bank. The method by which this percen- 
tage was determined is significant. In 1951 each company was told 
to.revalue its assets and to provide detailed estimates of the average 
life of each of its main assets (buildings. machines, vehicles, tools 
etc.). These estimates were based on carefully prepared technologi- 
cal data: yet the National Planning Board and the Ministry of Finance 
fixed the depreciation percentage on assumed lives of assets some 33 
per cent. longer than the figures submitted. The depreciation per-— 
centages were thus on average one-third below the replacement needs 
on the basis of 1951 prices. Moreover, the deficiency is constantly 
increasing as a result of the continued inflation. 
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The depreciation reserves of the enterprise are not at their own 
disposal but are under the control of the Ministry which can allocate 
the funds to meet what it regards as the most urgent needs. It 
frequently happens that an enterprise has access to only a small per- 
centage of the sum reserved for depreciation of its own assets and 
paid into its own account. 


(5) Investment plan 


Investment planning is mainly the responsibility of superior bodies 
but, as regards investment in existing plants, is based on suggestions 
by the enterprises. It is not possible within the compass of the 
present paper to discuss investment planning as a whole. My remarks 
here are confined to the impact of the investment plan on the other 
plans of an enterprise, in particular its production plan. In submit- 
ting their investment proposals, enterprises must provide detailed 
descriptions, including engineering and architectural designs and cost 
estimates of planned new plant and machinery, but since in practice 
the possible and permitted level of investment is always much less 
than the total of investment plans submitted, a large part of the 
architectural and engineering planning work is wasted. 

Even when an investment plan has been accepted, the starting date 
is extremely uncertain. There are, of course, plans for the starting 
of new factories or extensions to existing works, but there are usually 
substantial delays in the building of these works. According to an 
official and published study, out of some 9,000 new buildings under 
construction in Hungary in the year 1957, less than 31 per cent. 
were finished within the time planned; another 37 per cent. took any- 
thing up to twice the original planned time, and in the case of 32 per 
cent., the construction period was more than twice the period allowed 
for in the plans. 

Production plans are necessarily dependent on investment plans; 
delays in building thus frequently lead to difficulties in fulfilling pro- 
duction plans based on a time schedule for approved investment 
which is nearly always heavily in arrears. It should be mentioned 
that no interest is payable on investments grants in case of delay. 


(6) Technical development plan 

Each year an enterprise is required to show an increase in pro- 
duction and productivity or a decrease in costs. The means of 
achieving these improvements have to be laid down in a separate plan 
for technological and organisational development. This plan con- 
stitutes a link between the past and the future. Its function is to 
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explain the means by which the higher output or lower costs are to 
be achieved. Sometimes these plans are genuine, but in other cases 
they are bluff, where an enterprise is obliged to build up to a high 
production target but its engineers have not yet worked out any means 
for achieving this. 


IV 


There is no room here to give a more systematic picture of a 
planned economy. I would like in conclusion merely to emphasise 
some characteristic contrasts between communist and Western 
economies. 


To begin with, what I have called the enterprise—the lowest plan- 
ning unit in the communist system—plays a quite different role from 
that played by a company or firm in a Western type economy. 
Communist economies consist exclusively of nationalised and party- 
governed enterprises. There are no private industrial companies 
apart from the few artisans and handicraftsmen who were permitted 
to re-open shop during the more ‘liberal’ period after the 20th Con- 
gress; the lion’s share of the earnings of these few independent workers 
is extorted from them by taxation. 


The second important difference between communist and Western 
type enterprises is in the selection of managerial staff. On the whole, 
business firms in Western countries—even nationalised enterprises— 
usually employ, or at least try to employ, the most capable men avail- 
able in managerial and indeed in all other positions. Behind the Iron 
Curtain, other considerations predominate. The leaders of national- 
ised enterprises, in particular the Managing Director, engineer-in-chief 
and chief accountant, are appointed by the Ministry. Each such 
appointment must be sanctioned (a) by the party secretary of the 
enterprise, (b) by the leader of the party organisation in the locality 
in which the head office of the enterprise is situated. In the case of 
a major appointment still other party officials must be consulted. 


Needless to say, the result of this procedure is to select for respon- 
sible jobs persons with the reputation of being good party members 
rather than of possessing the skill and experience needed for the efficient 
conduct of the business. In exceptional cases, where a well-known 
expert who is not a party member is appointed to a responsibe posi-— 
tion, he is placed under the strict control of a reliable party member. 

I can speak from direct knowledge of one particular industry, the 
building materials industry. This industry contains about 100-110 
enterprises, some of them managing more than a dozen works. 
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Among the directors appointed to these enterprises about 30 per cent. 
had attended elementary (primary) schools only, some 10 per cent. 
had received technical training (not at a university) while the rest 
had only ordinary secondary education. Roughly half of the directors 
had been ordinary workers or foremen in the industry. The re- 
mainder were appointed from outside the industry. Among the 
engineers-in-chief only one quarter had university degrees, the re- 
mainder having attended lower technical or primary schools only, 
followed by some experience in the industry. This was the situation 
in 1956. 


It may be argued that this system was inevitable in the early years 
of nationalisation (1946-9), but its continuation ten years later must 
be regarded as a mark of the failure of the system to gain the confi- 
dence and support of those engaged in operating it. Moreover, the 
continued domination of political over technological considerations 
had important implications for the nature of the planning technique 
itself. The less skilled and experienced the men in charge of indi- 
vidual firms, the more detailed instructions they need to be given. 
In Russia, despite the much longer experience of planning and better 
training of the leaders, detailed planning also continues to be the rule. 

Such detailed planning calls for an immense bureaucracy which is 
one of the heavy costs of the system. The Ministry for Light In- 
dustries, for instance, has more than 2,000 employees. There are 
separate Ministries of almost the same size for the food industry, 
metal-producing and -using industries, chemical industries, power, 
building, agriculture, transport etc. (The population of the whole 
country is less than 10 million.) 

One last question I should like to mention is that of comparative 
costs. There was a surprisingly open debate in the Hungarian econo- 
mic press on this problem, which still continues." Works have no 
idea of the costs of their products abroad, and they are often ignorant 
of the real costs of imported raw materials. The rate of exchange 
is quite artificial, and prices bear no relation to costs of production. 
There is a black market exchange rate some 2-3 times the official 
rate, but no one can say what the true equilibrium rate would be. 
The authoritics have made several attempts to put domestic prices on 
a sounder basis, but no realistic estimate of production costs can be 
made while the prices of basic materials such as coal, steel and elec- 
tricity are heavily subsidised. Latest statistics show that costs of 
production in coal mining amounted in 1957 to 175 per cent. of the 


'Cf, J. Fay. ‘A Proposal for an Index of the Profitability of Foreign 
Trade,’ Hungarian Statistical Review, August-Sept. 1958, pp. 773-85. 
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gross value of production. The equivalent ratio in the metal-produc- 
ing industries was 113 per cent., including the cost of coal at subsi- 
dised prices. Since these industries fulfilled their plans these costs 
must have been sanctioned in the plans. In these circumstances, 
calculations of comparative costs present insuperable difficulties.” 


This paper is not intended as a criticism of planning as a system. 
It refers to an actual experience of planning, involving the application 
of a kind of military drill into business life, leaving no room for indi- 
vidual initiative, relying almost. entirely on direct controls and 
dispensing with indirect incentives such as the price mechanism. 


Gi PouRAY: 


National Institute of Economic and Social Research 


2 A new price system was introduced in January 1959 but it is too early 
to survey its effects. 


THE RESTRICTIVE TRADE PRACTICES ACT, 1956: 
A REVIEW OF CERTAIN JUDGMENTS 


THE Restrictive Trade Practices Act, 1956, contains three main pro- 
visions; these have reference to: 

(i) amendments to the Monopolies and Restrictive Practices Acts, 
1948 and 1953, whereby the Monopolies Commission was reconstituted, 
and the scope of the Commission redefined; 

(ii) the individual enforcement by legal proceedings of conditions 
as to resale prices; 

(iii) the registration and judicial investigation of (collective) 
restrictive trading agreements, i.e., agreements under which two or 
more parties accept restrictions concerning the price, quantity or 
quality of such goods as they may supply, offer or acquire, or, the 
terms on which such goods may be supplied or acquired. It is this 
aspect of the Act that will be examined here. 

All such agreements are to be registered, and the Registrar is 
empowered to bring any agreement before a Restrictive Practices 
Court which may declare any part of the agreement to be against the 
public interest; where such a declaration is made, the restrictions 
to which that part of the agreement refers shall be void and, upon 
application of the Registrar, the Court may make an order to ensure 
that these restrictions, or any of like effect, may not be put into 
effect.’ 

The provision which puts teeth into the Act is contained in para- 
graph 21(1) which lays down that ‘any such restriction shall be 
deemed to be against the public interest unless the Court is satisfied 
of one or more of the following circumstances.’ Then follows a list 
of the seven so-called ‘escape clauses’ which led to so much doubt 
as to whether the teeth would not in fact soon become blunted.’ 

Everything seemed to depend upon how broad an interpretation 
the Court was willing to give to the concept of the public interest, 


1 Restrictive Trade Practices Act, para. 6(1). tnt 

2 By virtue of this paragraph a restriction may be justified on the grounds 
that it (a) affords to the public a measure of protection against injury; (b) is 
a prerequisite of a specific and substantial benefit enjoyed by the public; 
(c) provides a counter to other restrictive practices; (d) enables the parties 
to the agreement to secure ‘fair terms’ as either supplier or buyer when 
faced by one person who, as buyer or supplier, controls a preponderant part 
of the market; (e) keeps unemployment appreciably below what it would 
otherwise be; (f) maintains export earnings above what they would otherwise 
be, or (g) is necessary to maintain some other restriction which meets with the 
approval of the Court. 
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and conversely how wide the escape ‘gates’ might prove to be. 
Previous judgments under common law did not give grounds for very 
great optimism.’ Now, thanks to a judicious choice as to which should 
be the first agreements to be put before the Court, it is possible to 
pass a preliminary judgment on this vital aspect of the Act. As will 
be seen, the Court seems to be keeping the gaps narrow, and has 
certainly done nothing to suggest that it may frustrate the avowed aim 
of the Act to free the economy of restrictive practices. 

The four agreements to be considered here are those of the Yarn 
Spinners’ Association, the Blanket Manufacturers’ Association, the 
Water-Tube Boilermakers’ Association and the Chemists’ Federation. 
All four bodies sought to justify agreements under sub-paragraph (b) 
of paragraph 21(1); in addition, justification was sought under sub- 
para. (a) by the Chemists’ Federation, sub-para. (e) by the Yarn 
Spinners’ Association and sub-paras. (d) and (f) by the Water-Tube 
Boilermakers’ Association. Hence at this comparatively early stage 
of the Court’s existence we have had pronouncements relating to five 
of the seven ‘escape clauses’. Each agreement will be considered 
in turn. 

The agreement made by the members of the Yarn Spinners’ 
Association provided, inter alia, that no yarn containing not less than 
85 per cent. cotton was to be sold at a price less than that fixed 
under the rules of the Association. The Y.S.A. claimed that the 
restrictions met the requirements of sub-para. 21(1)(b) since they con- 
ferred on the public five ‘specific and substantial’ benefits, which 
benefits would accrue to the public only if the restrictions were main- 
tained. These alleged benefits were: 

1. The price of yarn fluctuated less than the price of raw cotton; 
moreover, at the outset of a depression, yarn prices fell more quickly 
than they would otherwise have done, because everyone knew that 
the minimum price would eventually be reached. Any uncertainty 
about future prices would make people hold out longer for higher 
prices. Conversely, after the recession, the agreement would result in 
prices rising less quickly than they would otherwise have done, because 
of the greater available capacity. Finally, the price restriction enabled 
weavers, for example, to hold lower stocks since they could rely on 
forward orders; this would lower the price of cloth. These three 
arguments will be considered in turn. 

It is difficult to see the reasoning which lies behind the argument 
that prices would fall more quickly because there was a floor to the 


* Cf. A. Sutherland. ‘The Restrictive Practices Court and Cotton Spinning ’. 
Journal of Industrial Economics, Oct. 1959, p. 60. 
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price. Whether spinners hold out longer for a higher price surely 
depends simply on their view of the relationship between supply and 
demand. 

The argument that prices would rise less quickly again when 
demand revives is presumably based on the supposition that firms will 
be willing to spin for stock if they are assured that they will not be 
forced out of business by price competition. The Court accepted that 
in fact the restrictions did lead to considerable spinning for stock, 
but one wonders how rapid the price increase would be if in fact 
spinning for stock were negligible. Ample capacity would still exist 
for meeting sudden spurts in demand and it is doubtful whether the 
increase in price would be so very much greater than if large stocks 
were held. The important point is, of course, that in the former case 
the price increase would begin from a lower level of prices than in 
the latter. 

Again, there seems no obvious reason why the weavers should 
hold lower stocks because of the restriction. If prices were at the 
minimum level, as they were for most of the period during which the 
agreement operated. would this not encourage the building up of 
stocks? Future prices could vary in only one direction. If prices 
were above the minimum, any possible fall would be minimised under 
the restriction, so that again the tendency would be towards the 
holding of higher stocks. It is true that in the absence of price restric- 
tions, weavers might make large orders for yarn at what they considered 
to be very favourable prices. Although the cost of holding stocks 
would thereby be increased, this would doubtless be outweighed by 
the reduction in the buying price. Moreover, such bulk orders would 
lead to increased efficiency by allowing the advantages of long runs 
to come into play. The absence of such opportunities for ‘ running 
long’ has been a common and much deprecated feature of the British 
cotton industry in recent years, and, although it is doubtless due partly 
to the structure of the industry, it must be emphasised by any price 
restriction of this nature. 

The Court’s verdict on this was that while stability of prices was 
to the advantage of the weavers, who take 70 per cent. of the total 
yarn production, the weavers could not be said to constitute ‘the 
public’ for the purposes of sub-para. 21(1)(b). Moreover, the stability 
of prices could not be considered alone. Any advantage which this 
might confer had to be considered together with the possible detriment 
of the loss of a free market. A balancing of the two would give a 


net disadvantage. 
5 


150 F. LIVESEY 


2. The agreement was responsible for the maintenance of enough 
capacity to meet fluctuations in demand, cope with innovations, and 
give the best service in times of national emergency. 

The Registrar preferred to think in terms of the excess capacity 
to which the restrictions had contributed. It would be difficult to think 
of a situation in which this unused machinery would be brought back 
into use.* 

The Association claimed to be unable to see how excess capacity 
could be considered to be a detriment to anyone but the members of 
the Association. The point is, of course, that if much of the machinery 
is old and fully depreciated, as is the case in the British cotton 
industry, the excess capacity tends to lead to ‘ weak selling’ with the 
owners of this machinery being willing to sell at prices sufficient to 
cover only prime costs. This tends to restrict the share of the market 
which any one manufacturer can hope to obtain; this is discouraging 
to the installation of new machinery which would be justified only 
if it could be run at a high level of activity. 


Furthermore, as the Court duly emphasised, the existence of excess 
capacity leads to the underemployment of labour, and this in itself. 
might be considered to be a detriment to the public. This point is 
considered more fully below. Here it is sufficient to note that the 
Court came down heavily on the side of the Registrar in this dispute. 
Since excess capacity is a source of short time working and of idle 
plant, it is therefore a detriment to the public. 

3. Since price competition was minimised under the agreement, 
competition would take the form of higher quality; any attempt to 
earn profits by debasing quality would be foiled. : 


The Registrar countered this argument by pointing out that the 
buyers of yarn are always able to obtain samples and are presumably 
skilled enough to recognise any attempt that is made to obtain profits 
in this way. As the Court pointed out, the removal of the restriction 
would merely restore to the spinner the choice of offering competition 
by offering a higher quality at the same price or by offering the same 
quality at a lower price. (Or, the Court might have added, by 
offering a lower quality at an even lower price. It is possible that the 
removal of the restriction might result in the production of goods of 
lower average quality at a lower average price. One has heard com- 


4 It would also be difficult to find an industry with so much surplus capacity. 
For example, at the Cotton Board Conference, Harrogate, 1958, Mr. W. 
Winterbottom estimated that future demand would be adequately met by a 
complement of 10 m. ring spindles with single shift working or 6 m. spindles 
with double shift working. At that time there were installed some 22 m 
spindles, of which just over 10 m. were rings. 
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plaints from manufacturers that the public is far too price-conscious 
and far too little quality-conscious. However, this Act is based on 
the presumption that the consumer should be given his choice.) 

4. Price restrictions enabled extensive modernisation and re-equip- 
ment to take place. As mentioned above, a priori reasoning would 
Suggest that the existence of excess capacity, with the consequent 
emergence of ‘ weak selling’ would discourage modernisation. More- 
over, the Registrar strongly opposed the Association’s suggestion that 
price competition would tend to eliminate some of the most progressive 
firms. These are the firms which are most likely to emerge as the 
victors in a price war. 

The Court, however, was willing to accept that ‘the existence of 
the “ floor” which is created by the scheme, and the feeling of confid- 
ence in the future which it gives, does make it likely that mills will 
spend money on modernisation and encourage them to do so’. How- 
ever, the benefit which might accrue to the public in the form of lower 
prices consequent upon modernisation, would not be ‘ substantial’ and 
therefore could not be brought within the meaning of the Act. 

It is very difficult to obtain a fair basis for comparison when trying 
to assess whether investment in an industry has been ‘adequate’ and 
possibly the Court was right to rely on the general impressions which 
it had gained about the effect of the scheme on the rate of investment. 
At any rate, the argument can never be proved now since the abandon- 
ment of the restriction was soon to be followed by the granting of 
government aid under the 1959 Cotton Industry Act. However, it is 
interesting to look at the figures provided by Professor Dennison in 
the recent N.I.E.S.R. publication, Studies in Company Finance. On 
the basis of the balance sheets of 82 quoted cotton companies, 
Dennison calculates that the ratio of net expenditure on fixed assets 
during the period 1949-53 to net assets at the end of 1953 was 74; 
(ratio for all companies=100). This suggests that the cotton industry 
did lag somewhat in the task of re-equipment. Moreover, it is likely 
that the lag would have been even more pronounced had figures of 
gross investment been given. On the other hand, these figures may 
conceal considerable divergences between the records of the spinning 
and weaving sections. Certainly in this period, the spinning section 
invested considerably more than did the weaving section in relation 
to the respective labour forces.* 

5. The price restriction prevented the danger of monopoly. This 
seems to be a rather fanciful claim, even allowing for the fact that 
price competition might drive out some of the weaker brethren. The 


5 Structure of British Industry (ed. Duncan Burn), Vol. 2. p. 203. 
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Court gave little credence to this claim. Indeed it seems that claims 
of this sort might well cause the Court to doubt the sincerity of the 
case being presented. 

We turn now to the submission made by the Association with 
reference to sub-para. 21(1)(e). The Association claimed that the 
abolition of the restriction was likely to have a serious and persistent 
adverse effect on the general level of employment in eleven areas. 
Moreover, the burden would fall on older people who would find 
it difficult to gain employment elsewhere. Furthermore, increased 
unemployment would discourage younger people from entering the 
industry and this in itself would react on the older workers since they 
rely on the younger workers to do the heavier work in the mill. 


In general the Association seemed to be on very strong ground 
here, particularly since the industry is so very highly localised. Figures 
were produced to show that if the abrogation of the scheme caused 
20 per cent. of the spinners and doublers to be laid off, and only 
half found other work (this latter seemed a distinct possibility at the 
time of the hearing with workers being laid off in other nearby 
industries, for example aircraft manufacturing, and with the economy 
in general being in a state of stagnation), then the unemployment in 
these eleven areas would increase from 4:3 per cent. to 5-9 per cent. 

The Registrar argued that labour would benefit if the industry 
became more compact, more efficient and hence better able to compete 
in world markets. Of course these two arguments are not necessarily 
incompatible. It seems probable that the workers who remained in 
the industry would earn better wages (although it might be necessary 
to adapt themselves to different, less convenient, hours of work). But 
the higher earnings of those who were retained would be balanced 
by a reduction in the total labour force, with its resulting hardship. 
The effect on the future supply of new entrants to the industry is very 
debatable. If conditions in industry in general are good, the cotton 
industry will probably find difficulty in attracting workers, in view of 
the higher wages and superior amenities obtaining in other industries. 


A balancing of favourable and unfavourable effects is obviously 
necessary here; the difficulty of this task is increased by the existence 
of many imponderables, some of which were noted by the Court. 
Questions to which answers would be needed before an assessment. 
of any precision could be given include how many mills would close 
down with and without the agreement, how many workers would find 


displaced jobs, how great an increase in efficiency would follow from 
an abandonment of the agreement, etc. 
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While admitting the qualifications which must underlie their 
answer, the Court concluded that it was probable that the removal 
of the restriction ‘would have a serious adverse effect on the general 
level of employment (in the eleven areas), which effect would be 
persistent ’. 

It seems now that this conclusion was in fact rather pessimistic. 
The recent revival of orders, together with the contraction of the 
industry under the 1959 Act, has already led to talk of a possible 
shortage of labour in the near future. However, what is important 
here is the recommendation made by the Court, having come to this 
conclusion. Since the Court says the disadvantage of increased un- 
employment would be merely local, it would be outweighed by the 
disadvantages of excess capacity, which affect a far wider section of 
the public, including those who would eventually remain within the 
industry and gain the benefits of the changes therein. 

The Court found that the Association had not shown that the 
removal of the restrictions would deny to the public any specific or 
substantial benefit or advantage, such as might justify the agreement 
under sub-para. 21(1)(b). The advantages of price stability to one 
sector of the public (the weavers) was outweighed by the disadvantages 
to the general public which resulted from the loss of a free market. 
With reference to sub-para. 21(1)(e), the disadvantages of increased 
unemployment were outweighed by the greater disadvantages of excess 
capacity. 

The fact which emerges from this judgment is that the Court in 
this instance gave a very broad interpretation indeed to the concept 
of a ‘detriment to the public’. This had the corresponding effect of 
narrowing the ‘escape gates’. The Court had much to say about 
the nature of the agreement—the minimum price was arbitrary, being 
based on hypothetical costs of production, it could by no means be 
said to be a stop-loss price; the rigidity of the scheme hampered the 
export trade; a return to the depressed condition of the 1930s was 
unlikely—but the final judgment stands independent of these considera- 
tions. A declaration that the agreement was against the public interest 
could be made without reference to the reasonableness, or otherwise, 
of the restrictions. 

That this is so is borne out by a study of the procecdings relating 
to the agreement made by the members of the Blanket Manufacturers’ 
Association. This agreement contained three main provisions: a 
‘minimum substance’ recommendation which aimed at ensuring that 
no blanket should be manufactured at below a certain weight; second, 
a series of recommendations having as their object. ‘to establish 
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orderly conditions of trade and assist manufacturers to discourage 
unreasonable demands by customers which, if acceded to, would 
increase the basic cost of blankets and thereby increase the price which 
the public would have to pay’; third, a provision that no ‘ specified 
blankets’ should be sold below the recommended price. 

A comparison of the B.M.A.’s agreement with that of the Y.S.A. 
suggests that the former was much less restrictive and much more 
‘reasonable’, whether the criterion of reasonableness be the effect 
which the agreement seemed likely to have in keeping prices above 
the level which might result from free competition, the effect on the 
amount of excess capacity in the industry, or the effect on the ‘ feather- 
bedding ’ of uneconomic firms. 

For example, the minimum price agreement applied to only some 
15 per cent. of the total production of blankets by members of the 
Association who were responsible for some 70 per cent. of total U.K. 
production in 1957. Again, in contrast to the Y.S.A.’s minimum 
price, that of the B.M.A. was very much in the nature of a ‘ stop loss’ 
price. The minimum price of the Y.S.A. was composed of first, an 
amount designed to cover the cost of replacement of the raw material, 
including a margin to cover buying risks, and second, an amount 
designed to cover the cost of converting the raw material into yarn. 
This ‘spinning margin’ was arrived at by an examination of the 
actual costs of the members of the Y.S.A. The dearest third were 
disregarded, and the median of the remaining two-thirds was taken 
as the basis of the representative ‘spinning margin’ which entered 
into the minimum price. In addition, an arbitrary allowance was made 
for depreciation and interest payments. This arbitrariness might in 
itself be thought to be undesirable, but quite apart from this, the costs 
of the cheapest third producers were excluded from consideration. 

In contrast to this, the B.M.A.’s minimum price was based on the 
costs of the most efficient producer, together with a margin of 5 per 
cent. It was, therefore, hardly surprising that during the period 1955-8, 
the sales of blankets at this minimum were negligible. Moreover, the 
blanket industry was very competitive, there was no unreasonable 
excess capacity, and profits were reasonable. However, while taking 
care to make these points, the Association realised that it could not 
allow its case to rest there and so it further purported to show that 
in fact the agreement was positively advantageous on several counts, 
and that these advantages met the requirements of sub-para. 21(1)(b). 

1. Competition would tend to lead to the lowering of quality. 
One of the restrictions involved a minimum weight below which 
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members might not supply blankets, and the weight of a blanket was 
a reasonably good indication of its quality. 

The Registrar claimed that the great majority of blankets supplied 
were well above the recommended minimum weight. Furthermore, 
the restriction discouraged research into new techniques which might 
be expected to give a blanket of similar quality at a lower weight (a 
development which would be extremely welcome). Moreover, competi- 
tion would ensure that weight was lowered only to meet the demands 
of consumers for a cheaper, if poorer, blanket. 

The contention that competition would lead to the debasement of 
quality was not borne out by the evidence put before the Court. During 
the period 1956-7 production fell by 20 per cent., but no such debase- 
ment seems to have occurred. 

The Court decided that the ‘minimum substance ’ recommendation 
did confer specific and substantial benefits on the public, which out- 
weighed any detriment which might arise from the public’s being 
deprived of the chance of buying poorer blankets at a lower price. 
This judgment seems to be at odds with the Court’s comments on a 
similar argument put forward by the Y.S.A. (see above). In each case 
the implication is that competition might take the form of offering 
lower quality goods at a lower price. With reference to the Y.S.A. 
agreement the Court thought that this was no bad thing; in the present 
case, however, it came to the opposite conclusion. The fact that 
competition in this form was prevented in the one case by a minimum 
price agreement, and in the other by a minimum substance recom- 
mendation is not relevant when the decision to be made is merely 
whether it should be permissible for competition of this type to be 
prevented. 

2. The abolition of the restriction would lead to violent fluctuations 
in price. However, as the Court duly noted, the force of this argument 
was very much reduced by the fact that the restrictions applied to 
so small a proportion of total blanket production. 

3. Without the agreement there would be a lessening of the 
incentive to lower costs. Under the agreement this incentive was 
provided by the making known to all members the costs of the six 
most efficient producers. 

The Registrar pointed out that the information on costs which 
was provided was not specific enough to act as a guide to other 
producers. He submitted that insofar as prices had been lowered, this 
was due to falls in the prices of raw materials. 

4. Competition might mean that some or all members might be 
unable to improve quality, and that 
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5. some members might be forced out of business. 

The partial nature of the price restriction again destroys much of 
the force of this argument. Quite apart from this, the Registrar 
contended that normal demand would still be met if some members 
did go out of business. In particular the efficient producers did not 
need to rely on price restrictions to ensure that they remained in 
business. 

In view of the mild nature of the restrictions, the judgment of the 
Court on these claims was very significant. The Court held that it 
was not sufficient to prove that a restriction did no harm or might 
do good. (Had this been the issue the Association’s case might have 
succeeded.) The further test had to be passed of showing that the 
requirement of sub-para. 21(1Xb) had been met. This the Association 
had failed to do. While the Court accepted the Association’s claim 
that the ‘minimum substance’ recommendation passed this test, it 
refused to accept that the minimum price agreement also did so. 
Ironically, the two facts which weighed heavily in the Court’s decision 
were the very facts which seemed to minimise possible adverse effects 
which the agreement might have: that it applied to only a small 
proportion of the total output of blankets, and that a recession of the 
scale needed to bring the scheme into effective operation was very 
unlikely. 

It is interesting to speculate as to what the Court’s decision would 
have been had the minimum price applied to all blankets and had 
there been a considerable number of blankets sold at that price. 
Would the Court have then decided, in view of the fact that the 
minimum price was a reasonable reflection of the costs incurred by 
an efficient producer, that the benefits claimed by the Association— 
the maintenance of quality, the retention of adequate capacity, the 
damping of price fluctuations—were both specific and substantial, and 
outweighed the detriment of a price higher than would rule under 
unmitigated competition? The case for the restriction would have 
been stronger than that for the Y.S.A.’s agreement, but one may hazard 
a guess that it would not have been strong enough. 


The strict standards imposed by the Court. the requirement of 
positive proof of the benefits derived from a restriction also manifested 
themselves in the judgment passed on the remaining, general, pro- 
visions. These concerned such things as the making of a charge for 
the supplying of more than a minimum number of patterns. and for 
the carriage and packing of small parcels: the booking of orders at 
a firm price; the refusal to sell blankets on ‘sale or return’ terms. 
All these restrictions seemed to be designed to enable the manufacturer 
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to devote his time to the essential problems of production, without 
having to worry lest he should lose trade because of some marginal 
and inessential service offered by some other manufacturer, The body 
of manufacturers as a whole would be protected from the unreason- 
able demands of distributors and trade would proceed in a more 
orderly fashion. 

The Court accepted these restrictions as ‘reasonable and fair both 
to seller and buyer’. Nevertheless, in the absence of proof that the 
restrictions conferred specific and substantial benefits to the public, 
they were declared to be against the public interest. 

If the judgment on the Y.S.A.’s agreement had left one with any 
doubts about the attitude of the Court to the intentions of the Act, 
these doubts were now put at rest. After this further judgment, the 
“escape-gate’ 21(1)(b) seemed to be very narrow indeed. 

The Water-Tube Boilermakers’ Association attempted to make use 
of this same gate, together with gates 21(1)(d) and 21(1)\(f). Two of 
these attempts failed, one succeeded. 

The primary aim of the Water-Tube Boilermakers’ Association 
was to share amongst its members the limited amount of work which 
was available. The Association consists of six of the eight or nine 
companies which together form a very large industry. The industry 
is highly specialised, being concerned with the production of boilers 
for power stations and other industrial enterprises, and the great 
technical advances occurring in the industry require the maintenance 
of staffs of highly qualified scientists, technicians and artisans. The 
trend in the industry is towards fewer and larger orders. At the time 
that the evidence was presented there was a recession in the industry 
which seemed likely to continue for some time. with—as a result 
of this recession—considerable excess capacity. There was expected 
to be an upturn in activity after about five years, when demand would 
probably exceed existing capacity. 

The procedure of work-sharing was as follows. When more than 
one member received an enquiry. a meeting of the interested members 
was held at which one. or possibly two, of the members was chosen 
as the ‘selected member’, consideration being given to respective 
trading record and to customer preference. The quotations of all 
members were then revealed, and the selected member was then given 
the option to lower his price to the level of the lowest evaluated price. 

While claiming that members’ prices were very competitive with 
those of outsiders, the Association admitted that the agreement might 
have the effect of keeping prices higher in times of recession than 
they would otherwise have been. However, it was claimed that the 


158 F. LIVESEY 


effect on the buyer of electricity was negligible, and, moreover, that 
the absence of the arrangement might lead to severe price cutting, 
so that few, if any, boilermakers would be able to carry on at a profit. 
In other words, the restriction was necessary for the preservation of 
capacity—especially the retention of key personnel—which would be 
needed to meet future demand; moreover, without the restriction 
research and development, sub-contracting and ultimately quality 
would not be maintained. Hence, it was claimed, the restriction was 
justified under sub-para. 21(1)(b), since it did confer specific and 
substantial benefits on the public. 

The Court held that this contention had not been proved. The 
firms in the industry had vast financial resources, which they could, 
and doubtless would, use to keep key personnel during periods of 
slackness. Similarly, there was no reason to think that research and 
development, and the general standard of work, would not be main- 
tained. 

With reference to sub-para. 21(1)(d), the Association presented the 
following evidence. During the period 1952-8, the orders placed by 
the Central Electricity Generating Board were 83 per cent. of total 
home orders, and 56 per cent. of total home and overseas orders. 
It was contended that the Association’s arrangements were necessary 
to enable members to negotiate fair terms for the supply of boilers 
with the Board which ‘controlled a preponderant part of the market’. 

The Court’s comments on this claim are particularly interesting. 
First, it agreed that the Board might properly be described as 
‘controlling a preponderant share of the market’. Moreover, it was 
not necessary, to justify a restriction, to show that such a preponderant 
buyer might take advantage of his position by forcing unfair terms 
upon the suppliers. The restriction could well be justified if it made 
it impossible for a member to tender at an uneconomic price—i.e. a 
price below that which was necessary to cover the costs, including 
a reasonable profit, of an efficient producer—and thereby impose 
unfair terms on members in general. 

Normally, the Court continued, when a large buyer orders on the 
basis of competitive tender, the result will be for the more efficient 
producers to gain the orders, with the less efficient firms being driven 
out of business. That is to say, in such conditions a price restriction 
would not normally be justified. In this case, however, it would not 


® This. of course, accords with the traditional theory of perfect competition, 
but one wonders how valid a conclusion it is, whether it would be the more 
efficient firms which put in the lowest tenders, or whether it would be those 
firms with the largest financial resources, or those which had depreciated their 
equipment more fully. 
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be in the national interest for any of these six efficient producers to 
go out of business. Hence, by implication, some form of price restric- 
tion might be justified. 

It is difficult to see the logic of this, after the Court had rejected 
a very similar argument put forward by the Association in its sub- 
mission with reference to sub-para. 21(1)(b). The argument there was 
that price cutting might force some members out of business, an 
argument rejected by the Court on the grounds that the members 
would be able to weather competition of this type because of their 
vast financial resources. Surely the validity of this argument is not 
changed simply because the members of the Association are faced 
with one large buyer. What is relevant is the lack of orders relative 
to the capacity of the industry. Nor is this point met by the fact 
that the Court did in fact reject the submission made with reference 
to sub-para. 21(1Xd), since it did so only on the grounds that, since 
the agreement applied to all orders received by members, it had too 
wide an application to be considered ‘reasonably necessary’ for its 
purpose. 

The third and final ground on which the Association sought to 
justify the agreement was that it met the requirement of sub-para. 
21(1\f). As far as overseas orders were concerned, the principal object 
of the Association was to bring the order home. Consequently the 
rules were applied more flexibly. There was more attention given to 
customer preference and less to the respective trading positions, 
much greater exchange of technical and commercial information, and 
the granting of credit among members. Moreover, if some of the 
members’ overseas offices were to be closed, valuable contacts might 
be lost. Abolition of the arrangement would result in a reduction of 
the volume, or the earnings of the export business which would be 
substantial in relation to the whole business of the industry. 

These arguments were accepted in full by the Court. The agreement 
‘enabled a member to put in the keenest possible price, and the 
combination of the keenest price and customer preference helped to 
secure business overseas’. Moreover, the consultation between mem- 
bers was of great, perhaps crucial, value, and the existence of overseas 
establishments was also a help in maintaining export orders. 

The facts suggested that this reduction in orders would be 
substantial within the meaning of sub-para. 21(1\f). Indeed the loss 
of even one contract might cause a substantial fall in the export figures 
of the industry. 

The obvious implication of the above evidence is that some firms 
will put in a tender which would give them a higher profit margin 
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than they would in fact need to receive before they would agree to 
undertake the order. This process is, of course, encouraged by the 
fact that pitching the original estimate too high does not automatically 
mean the loss of the order. It is, then, a reasonable inference that 
prices, particularly at home, will be above the level at which they 
would be under fully competitive conditions. There is no guarantee 
that even the lowest original estimate represents a ‘ fair’ profit margin. 
The Court accepted this inference: ‘The purchasers of boilers may 
have to pay rather more than they otherwise would for their 
boilers ’, but considered the detriment to be outweighed by the national 
benefit obtained from the maintenance of exports. In coming to this 
conclusion the Court was obviously influenced by its feeling that the 
prices quoted allowed a ‘small, but only very reasonable margin of 
profit ’ and that the prices compared very favourably with those of out- 
side boilermakers. Nevertheless the Court did allow itself to voice the 
mild complaint that it would be preferable for evidence on profit mar- 
gins to be supported by accounts. This underlines the difficulty which 
any body outside the industry must meet when trying to decide what 
prices would give a ‘fair’ or ‘reasonable’ return to the resources” 
employed within the industry. 

Before leaving this case, we may consider the Court’s interpreta- 
tion of the concept of ‘the public’. This is important because it was 
the detriment to the public which had to be balanced against the 
national advantage of a healthy export business. The Court’s verdict 
was that the public which was relevant here consisted of the buyers of 
boilers: “Having regard to the definition of “ goods” to be found in 
section 36(1) of the Act ... the public do not include the users of 
electricity ’. 

Section 36(1) refers to the correct interpretation of certain terms, 
and it says that ‘“ goods” includes ships and aircraft, minerals, sub- 
stances and animals (including fish) ’. 


%9 


It seems that this definition may lead to the introduction of a bias 
in the working of the Act. Already there seems to have developed a 
tendency to count heads when the question of balancing benefits and 
disadvantages arises. In the Y.S.A.’s agreement, the public was de- 
fined as including all the buyers of any article containing yarn—sheets, 
shirts, pillow-cases, etc., all being ‘goods’. In this latter case, how- 
ever, the public is restricted to the immediate buyers of boilers, elec- ” 
tricity not being a ‘good’. Similarly, the buyers of railway seats, the 
services of plumbers (as opposed to their materials), medical treatment 
and indeed, the whole gamut of services, are not buying ‘ goods’ and 
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so presumably do not form part of that public whose interest is at 
stake. 


Finally we consider the contention of the Chemists’ Federation 
that their agreement was justified as meeting the requirement of sub- 
para. 21(1)(a) (or alternatively sub-para. 21(1\b) ). 

The Chemists’ Federation consists of manufacturers of proprietary 
medicines, wholesalers and retail chemists. The agreement was de- 
signed to prevent the sale to the public of proprietary medicines manu- 
factured by members of the Federation otherwise than by qualified 
retail chemists. The original purpose of the restrictions was to protect 
chemists from competition by other traders, but the Federation now 
claimed that the restrictions were necessary to protect the public. Since 
qualified chemists were able to give advice as to the appropriate uses 
of such medicines, the public was thereby protected from any injury 
which might result from a lack of such advice. 

The Registrar pointed out that such medicines were normally sold 
together with adequate instructions for use. Moreover, even if such 
medicines were sold from premises where a qualified chemist was 
present, the sale was often effected by an unqualified assistant without 
consultation with the qualified person. 

Accepting these arguments, the Court held that the risk of injury 
was too slight to justify so wide a restriction, and that, even if the risk 
were greater. the restrictions afforded no real protection against it. 
Further, the Court dismissed the Federation’s claims that the agree- 
ment might be justified as meeting the requirements of sub-para. 
21(1)(b), and declared the agreement to be against the public interest. 

A review of these early judgments must, one feels, lead to the con- 
clusion that the Court is seeking to implement to the full the spirit of 
the Act. In general it has refused to accept submissions under any of 
the parts of para. 21(1), unless the submission has been supported by 
substantial evidence. Moreover, in the balancing of any benefit which 
it has found to follow from an agreement against the detriment which 
such an agreement is assumed to give rise to, it has always, one feels, 
given adequate weight to the detriment—certainly more weight than 
some of the early critics of the Act seemed to expect. 

Finally. a comment may be made about the progress which has 
been made under the Act. The best measure of progress in this con- 
text is the rate at which agreements are abandoned. The following 
table shows the number of agreements which—at each of three dates— 
had been registered, tried before the Court, the subject of Consent 
Orders (i.e. agreements which were not defended when they were 
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brought before the Court), the subject of notifications that the 
Registrar proposed to refer the agreement to the Court, and abandoned. 


NUMBER OF AGREEMENTS 
Date Registered Abandoned Tried Consent Order Notification 
Sy: 2,020 150 2 oz 140 
7.8.59 2,200 600 6 29 380 
1.2.60 2,240 770 9 34 = 


The table shows clearly that the impact of the Court’s decisions has 
not been confined to those agreements which have been referred to the 
Court. | 

In an address to the British Association in September 1959,’ the 
Registrar, Mr. R. L. Sich, commented on the position as at 7 August 
1959. He was very satisfied about the course of events up to that date, 
and was optimistic about future progress. In view of Mr. Sich’s ex- 
pert knowledge one hesitates to take up arms on this issue, but the 
figures given above do suggest that recent events have been rather less 
satisfactory. It may well be that those agreements which remain on the 
register in their original form contain a hard core of restrictions which 
will be abandoned only if the subject of an adverse judgment by the 
Court.® 

This brings us back to the disadvantage of the pragmatic case-by- 
case approach which we have adopted in Britain. As Mr. Sutherland 
remarks with respect to the Y.S.A.’s agreement—and his remark may 
be given a much wider application—while the judgment of the Court 
may be taken as a stout blow against restrictive practices, it is sobering 
to remember that such a scheme could never have been started (at least 
openly) in the United States.°® 


7 Reprinted in the Yorkshire Bulletin, December 1959. 

8 At the same time, there is no statistical measure whatsoever of the agree- 
ments which, because of the Act, were simply abandoned and so did not 
appear on the register. 
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CURRENT TOPICS 


THE Sixth Annual Meeting of the Scottish Economic Society was held 
in the Staff Club, University of Edinburgh, on 22nd March, 1960; there 
were 35 members present. The meeting approved the election of Sir 
Alexander Gray, Professor Emeritus of Political Economy in the 
University of Edinburgh, as president of the Society in succession to 
Sir John Campbell, and Professor Alan T. Peacock was re-elected to 
the Council. A list of office-bearers for 1960 is published on the back 
cover of this issue. 

Membership of the Society in 1959 showed a heartening increase. 
Increased income from sales to non-members and fairly stable costs 
in the production of the Journal reduced the deficit to be met by the 
University Courts from £179 to £139. The audited accounts of the 
Society for the year ending 31st December, 1959, were approved by 
the Annual General Meeting, and are printed on pp. 164 and 165 of 
this issue. 

The branches of the Society all arranged meetings during the winter, 
usually on a wide range of topics, though the Edinburgh branch had 
three meetings, one joint with the Agricultural Circle, on the theme 
of African economic problems. It is hoped to extend the practice of 
inviting to local branch meetings non-members who are known to be 
interested in any particular topic being discussed. 

After the business meeting Professor Thomas Wilson, Adam Smith 
Professor of Political Economy in the University of Glasgow, gave a 
paper on Current Economic Prospects. Professor Wilson analysed 
problems of inflation and stagnation in the United Kingdom in the 
light of recent price, cost and output trends, and examined the appro- 
priateness of various pricing, fiscal and monetary policies, as well as 
direct controls, in the present situation, and in relation to long-term 
rates of economic growth. 
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